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Summary
This doctoral thesis presents a critical analysis of the global debate on the ‘good
governance’ of the extractive resources sectors. Its starting point is that over the past
decade this debate has seen a remarkable elevation, while at the same time the
governance concept itself has been subjected to critique. To understand how the sectorfocused ‘good governance’ agenda compares against this critique, the thesis uses a
conceptual framework that identifies the different uses of this concept. Against this
background, it reviews the main scholarly debates on the opportunities and challenges of
countries producing extractive resources and identifies four critical questions, which it
then sets out to answer.
The main argument is that the global debate on the ‘good governance’ of the extractive
resources sectors has been built on the widely endorsed conclusion that ‘good
institutions’ make for better outcomes and that therefore producer countries need to
improve their sector institutions. However, this seemingly obvious conclusion has
ignored the complexity and confusion around ‘governance’ and ‘institutions’ that prevails
across the broader social science literature. This argument is based on the answers the
thesis provides to four critical questions: what are institutions; how do institutions
change; how are they enforced; and do existing institutions matter for the design of
interventions aimed at improving institutions.
The thesis lays open that the policy conclusions of the global debate are premised on the
dominance of a particular reference point paired with a particular methodology where the
emphasis has been on, first, identifying the types of institutions that have apparently led
to desired results, and then to promote these as a means to steer towards these results. It
concludes that this focus has premised the global agenda on a false sense of clarity on
what producer countries ought to be improving.
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1.

Introduction

1.1

Topic at stake

This doctoral thesis presents a critical analysis of the global debate on the ‘good
governance’ of the extractive resources sectors. The question, how these sectors should
be governed, has prompted several responses. Various international initiatives have been
set up, alongside or after the World Bank’s Extractive Industry Review (EIR) that was
completed in 2004. Their main agenda has been to improve transparency and to help civil
society organisations put pressure on politicians and bureaucrats to become more
accountable. Among the most widely known efforts are the Publish-What-You-Pay
coalition (PWYP), the Extractive Industry Transparency Initiative (EITI), the Revenue
Watch Institute (RWI) and the Natural Resources Charter (NRC).1
The agenda has received endorsement at the inter-governmental level. In 2013 EU
member states reached an agreement in the European Parliament to mandate EU-listed
and EU-incorporated resource developers to report their payments to the governments of
producer countries. As part of its G8 2013 presidency the UK government has been a
frontrunner in supporting this effort.2 In the US, section 1504 of the Dodd-Frank Wall
Street Reform and Consumer Protection Act of 2010 pursues a similar objective. In 2012,
the Organisation for Economic Cooperation and Development (OECD) set up a dialogue
process on natural resource-based development to debate and learn how the extractive
resources sectors can play a transformative role in producer countries.3 Multilateral and
bilateral development agencies have further supported this agenda, by directly funding
1

Since June 2014, the RWI and the NRC have merged into one organisation, the Natural Resources
Governance Institute (NRGI).
2
https://www.gov.uk/government/consultations/open-government-partnership-uk-national-action-plan2013/open-government-partnership-uk-national-action-plan-2013-to-2015 (last visited on 04.11.2013)
3
http://www.oecd.org/development/50452316.pdf (last visited on 04.11.2013).
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some of the Non-Governmental Organisation (NGO)-led international initiatives or
initiating dedicated extractive industry support programmes.4
Particular segments of the extractive industries have also got together to explore in
greater depth how their investments can support development in producer countries. For
example, following the completion of the Mining, Minerals and Sustainable Development
(MMSD) project in 2002, the International Council on Mining and Metals (ICMM)
initiated its Resource Endowment Initiative (REI) and other targeted efforts. In 2010, the
Word Economic Form (WEF) initiated its Responsible Minerals Development Initiative
(RMDI).
Over the past decade there has been a remarkable elevation of the global debate on the
‘good governance’ of the extractive resources sectors. However, in the broader social
science literature the use of the governance concept has been subjected to critique (Pierre
2000, Hyden et al 2004, Mkandawire 2012, Fukuyama 2013). This raises the fundamental
question, how the sector-focused good governance agenda compares against this critique.
Are there perhaps flaws in the sector-focused debate that have not yet been sufficiently
recognised?
1.1.1

What is ‘governance’?

The thesis embarks from the position that the global debate on the ‘good governance’ of
the extractive resources sectors forms a part of the attention that development
practitioners have paid to ‘governance’ more generally. This much broader debate was
initially prompted by observations that well-meaning technocratic reforms had often not
led to the developmental outcomes that were expected (Ahrens 2000, Dietsche 2003).
The term ‘governance’ provided the international development community with a
4

See Kari Lipschutz and Mark Henstridge (2013) for a recent stock-take and overview of governance
initiatives targeted at the extractives resources sectors. These authors lament the absence of consistency
on how ‘governance’ has been defined across more than 50 interventions.
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reference point to start discussing all things political (Hyden et al 2004). In particular, it
allowed development practitioners to reflect upon the political economy of government
policies and decisions and the economic, political and social institutions that underpin
them.
There is a positive side to the focus on governance in the development debate. It has led
to the recognition that economic development is pre-conditioned by political and social
institutions. There is a synergy with various strands of institutional analyses that have
experienced a revival since the 1980s (Williamson 1985, 2000a, 2000b, North 1990,
Immergut 1997, 2005, Koelble 1995, Hall and Taylor 1996, Thelen 1999). These
analyses have often taken a long-term historical perspective and have focused on
comparing the public policies and political economies across European and other OECD
countries. They received a further boost when the economic transformation and the global
repercussions of the post-Soviet Union era prompted critical observers to rethink the
institutional underpinnings of modern market economies (Ahrens 1998, Khan and Jomo
2000).
Development practitioners have asked what insights institutional analyses hold for
supporting development in non-OECD countries (Opper 2008). Development
organisations have sought to operationalise institutional analyses to inform and condition
governance reforms. They have drawn on various types of indicators to inform and shape
reform programmes. The World Bank’s Governance Indicators, publishing data since
1996, are widely known. More recently, the RWI has added a Resource Governance
Index, which seeks to specifically identify the ‘governance deficits’ of resource
producing countries.5 Qualitative deliberations and assessments on governance include,
for example, the the Bertelsmann Foundation’s country reports, DFID’s Drivers of

5

http://www.revenuewatch.org/rgi/report (last visited 16.10.2013)
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Change work and the World Bank’s Problem-Driven Governance and Political
Economic Analysis (Fritz et al 2009).
The challenge is that ‘governance’ has been defined in several ways and continues to
mean different things to different constituencies. Just before the sector-focused
governance debate started to gathered momentum, Hyden at al (2004) observed that,
across the social sciences, the governance concept had been put to four different uses.
These have depended on whether scholars focused on results, processes, rules or the
ability to steer.
Broadly speaking, results are the economic, political or economic outcomes that
countries have achieved, for example, their economic growth rates or their performance
on social development indicators. Rules are the institutions that shape economic, political
and social transactions. These could include, for example, a country’s political regime, its
legal system, or it public sector organisations. Processes are the multi-level and multistakeholder interactions that produce rules and collective decisions. For example, these
include domestic public policy decision-making or the development of international
regimes. The ability to steer entails the administrative capacity of public entities to
enforce public policy decisions. These could be national entities, for example a sector
ministry, but also international organisations or local government authorities.
Translating the original graph from Hyden at al (2004) into a matrix, Figure 1 visualises
the four possible pair combinations of these four dimensions.
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Figure 1: Matrix on the uses of the governance concept

Source: author’s figure, adapted from Hyden et al (2004), p. 13.
This matrix is central to the thesis. It provides the conceptual framework around which
the various chapters are organised to identify the shortcomings of the sector-specific
‘good governance’ debate. For ease of referencing, the four pair combinations are
labelled as quadrants. Thus, Quadrant 1 reflects how rules affect results; Quadrant 2
reflects how processes make and/or change rules; Quadrant 3 reflects how processes can
be used to steer; and Quadrant 4 reflects how steering towards desired results might be
attempted. The arrows shown in Figure 1 indicate the relationship between the two
dimensions of each pair combination. Important here is to note the two dotted arrows
pointing from Quadrant 1 to Quadrant 4. One arrow shows a short cut route from
Quadrant 1 to Quadrant 4, suggesting that knowing how rules affect results can be
immediately translated into actions that steer towards desired results. However, there is
also a longer route from Quadrant 1 to Quadrant 4, via Quadrant 2 and Quadrant 3, which
suggests that changing and improving rules is more difficult than predicated by the short
cut route.
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Hyden et al (2004) noted that each pair combination is affiliated with particular strands of
social science research. For example, Quadrant 1 represents the work of scholars of
comparative politics, who compare countries to find out if rules make a difference to
results. Those represented by Quadrant 2 include international relations scholars, who are
interested in multi-level and multi-stakeholder processes and how through these new
rules emerge, or existing ones get changed. Quadrant 3 covers students of public
administration, who also focus on interdependent, multi-level public policy processes, but
want to learn how these processes can be steered. Finally, Quadrant 4 reflects the
perspective of international development agencies. They conceive ‘governance’ as a tool
that can be used to steer towards desired results. Not least, it is their obligation vis-à-vis
taxpayers to account for impact that puts them firmly in this quadrant.
This thesis suggests that the social science research reflected in Quadrant 1 and Quadrant
2 has drawn on various strands of institutional analyses that have seen a revival since the
1980s. This is because ‘rules’ are part of the social science notion of ‘institutions’.
However, the work of the two sets of scholars represented by these two Quadrants differ
by whether rules, and therefore institutions, are seen as inputs for achieving particular
results (Quadrant 1), or whether they are seen as the outcomes of processes (Quadrant 2).
1.1.2

Concerns

‘Governance’ remains a contested concept. This raises concerns about its widespread use
in the community of policy advisors focusing on the extractive resources sectors. Outside
of this community, observers have attributed the confused state of discussion on
‘governance’ to the complexity and poor conceptualisation of the term in relation to
institutional analyses. For example, Andrews (2013) draws a strong conclusion based on
his review of the mixed results produced by reforms targeted at improving governance in
the area of public financial management. He argues that before international development
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agencies take actions on reforms that seek to bring about institutional change, they should
better conceptualise the contextual complexity of the issue at stake and adopt a processoriented theory of change.
Another critical opinion is that of Fukuyama (2013). He criticises the dominant
preoccupation of reform proposals that seek the imposition of institutions that limit or
check power. He challenges the basic assumption that states and those who represent
them are inherently predatory and need to be checked. This assumption, he believes, has
resulted in insufficient attention being paid to critical questions, such as: where does state
power come from? How does it increase or decrease over time? How do the institutions
actually emerge that allow states to accumulate and use power? And, under want
conditions is state power used to support broad-based economic and social development?
At the core of Fukuyama’s critique lies a distinction that proponents of the governance
agenda have typically ignored: that the political processes by which policymakers set
objectives and goals are not the same as the administrative capability of the state
apparatus to make and enforce rules and to deliver public goods and services.
Mkandawire (2012) has put forth a third critique. In his review on how the study of
institutions has influenced development thinking, he has noted that the perceived ‘crisis
of governance’ from the late 1980s was initially interpreted against the background of a
negative role of the state in the economy. Throughout the 1990s, this interpretation led to
the support for ‘good governance’ reforms aimed at liberalising and scaling back the
influence of public authorities. Quantitative analyses have lent credibility to the focus on
institutions and the conclusion that institutional reforms are needed. But these analyses
have suffered from multiple conceptual challenges and measurement problems. The result
has been two unresolved challenges. The first of these is institutional monocropping, and
refers to the presumption of an ideal-type set of (typically) Anglo-American institutions

19

that can be transplanted irrespective of country context. The second is institutional
monotasking, which presumes that a particular institution fulfils just one function.
This thesis seeks to draw out the tension between the remarkable elevation of the sectorfocused governance agenda and the evolving critical debate about governance and
institutional analyses in the wider social science literature. It becomes strikingly obvious
that there is such a tension, when the sector-focused agenda is juxtaposed with research
that focuses on OECD countries. Contrary to the former, this research explicitly
acknowledges the multiple uses to which the term governance has been put and the
confusion to which this has led.
For example, more than a decade ago Pierre (2000) attested to this confusion in relation
to the changing role of the state and how the term ‘governance’ has been applied to
analyse this role at both the national and international level.6 He identified two broad
meanings: some scholars see governance as the ‘steering’ that governments do to achieve
specific outcomes; others see governance as a coordinated process of policy-making
involving public-private interactions and policy networks that are institutionalised to a
greater or lesser extent. Another example is Sabatier (2007), who took stock of the
existing body of frameworks and theories applied to understand how policy processes
work. He concluded that there is a great need for better theories to untangle and
understand the complexity of policy processes. This conclusion suggests that there is
merit on paying closer attention to the issues that arise in Quadrant 2 and Quadrant 3,
rather than treating these as trivial. Figure 1 indicates this trivialisation by means of the
short cut route of the arrow pointing from Quadrant 1 to Quadrant 4. It suggests that
6

Pierre’s (2000) critique of ‘governance’ precedes that of Hyden et al (2004). He identifies five uses of
the governance concepts. Four uses correspond with those defined by Hyden et al, whereas the fifth use
brings up the issue of ‘corporate governance’ focusing on the role of the private sector vis-à-vis that of
the state. While this fifth dimension is not directly relevant for this thesis and its focus on the global
debate on the good governance of the extractive resources sectors, it holds insights for the corporate
provision of public goods and services in areas of limited statehood. See Krasner and Risse (2014).
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insights gained on ‘how rules affect results’ (Quadrant 1) can be used directly to propose
‘how to steer towards desired results’ (Quadrant 2).
Some observers have started to notice the tension between these different sets of
literatures and that these are challenging the sector-focused governance agenda. Benner
and Soares de Oliveira (2010) have been struck by the dominant focus on the negative
outcomes associated with international investments in the export-oriented energy sector.
They are surprised by the rapid rise of a good/bad nexus in the global energy governance
debate since the early 2000s and observe that whenever something goes wrong in
producer countries proponents are quick to associate this with ‘bad governance’ leading
to various types of ‘resource curse’. They recognise that this nexus has prompted the
widely endorsed suggestion that global interventions targeted at achieving ‘good
governance’ will lead to better socio-economic outcomes. In particular, more
transparency is seen as a panacea. These authors caution that this perspective faces some
fundamental challenges, because the structures underpinning global energy and minerals
markets are shaped by the existing relationships between producer and consumer
countries. It raises the question, whether these structures are likely to change, merely as a
result of international advocacy and development organisations calling for producer
countries to improve transparency in the hope and the expectation that this will improve
accountability. The counter argument is that more is needed to transform the structures of
global energy and minerals markets, not least because the underpinning accountability
relationships are complex.
Dannreuther and Ostrowski (2013) suggest that a transformation may be on its way,
prompted by a new era of state capitalism where the governments of producer countries
will become more assertive in how they manage their respective extractive resources
sectors. These authors argue that this new era is replacing the era of liberal capitalism that
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has shaped the relationship between producer countries and resource developers from the
1980s until recently. They surmise that the new era is prompted by the evolving social
and political concerns and ideological stances adopted by producer countries interacting
with global energy and minerals markets. This suggests that at least some producer
countries will be revisiting the use of industrial policies and other state interventionist
measures to address apparent market failures. If these authors are right, the remarkable
prominence gained by the global agenda on the ‘good governance’ of the extractive
resources sectors could become relegated to a side show, alongside politicians and
bureaucrats of producer countries revising domestic policy stances in ways that could
have profound implications for global energy and minerals markets but without
necessarily delivering the broad-based accountability that the global good governance
agenda hopes for.
1.2

Rationale and relevance

Many observers have noted that the exploitation of extractive resources has not always
served the producer countries that host foreign funded extractive industry projects. This
observation has nurtured a vibrant debate on the subject of the ‘resource curse’. It has led
some to suggest that such investments may almost inevitably lead to poor economic,
political and social outcomes in low- and middle-income countries.
There are several explanations of how poor outcomes have come about. These have
prompted a search for, and the supply of, policy advice aimed at ensuring that such
investments benefit host countries and their citizens. This debate has gained momentum
since it evolved from an academic research agenda to one where several international
initiatives, dedicated NGOs and multilateral and bilateral development organisations have
supported actions to improve resource sector governance. The action agenda has landed
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on the seemingly obvious conclusion that, in order to improve outcomes, producer
countries need to improve their sector-specific institutions.
Another development has taken place at the level of individual producer countries. It
points to country-internal dynamics that are unfolding in parallel, but not necessarily
connected to, the global agenda. In some producer countries, governments have come
under increased domestic pressure to spread the benefits that extractive resources sectors
deliver to the country and its citizens. Policy-makers face demands from domestic
constituencies to ensure that resource exploitation serves not only a small political and
economic elite, but also citizens more broadly. This pressure is thought to have increased,
at least in part, because of the steady rise in commodity prices since the early 2000s.
Prices have been driven up mainly by rising demand resulting from the industrial
transformation and urbanisation of China and other emerging market economies (Farooki
and Kaplinsky 2012, Erten and Ocampo 2012, UNCTAD 2013). Since the 1990s, foreign
investment has funded the development of large extractives projects that have since
commenced production; this has exerted additional internal pressure on governments.7
These projects often have substantial local level impacts that require not only private but
also public sector responses.
Global think tanks and research institutions come to recognise that changes are taking
place within producer countries. Conferences and workshop discussion papers
increasingly underline the role the extractive resources sector can (or should) play in
contributing to broader economic opportunities in producer countries (Wise and Shtylla
2007, UNECA 2012, Brookings Africa Growth Initiative 2013, OECD 2013, McKinsey
2013b). A recent trend survey of global commodity markets recognises that cost increases
for the production of metals include access to supply factors (McKinsey 2013a). Several
7

See Haglund (2011) for an overview of non-OECD countries that have recently become more dependent
on their hydrocarbon and minerals sectors.
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governments of importing countries have started to surmise that access to resources might
become more constrained in the future, if the governments of producer countries cannot
ensure that their export-oriented extractive resources sectors benefit citizens more
broadly.8 Some governments have already gone as far as linking their development
assistance to this objective.9 Multinational companies recognise that there are political
risks associated with the failure to gain and retain a licence-to-operate from a broader set
of constituencies.10 This could result in additional costs and erode shareholder value
(DiBoscio et al 2013). They surmise that it might be possible to mitigate this risk, if they
can successfully support host governments to improve economic and social outcomes at
the local, regional and the national level.11 However, a challenge has been that internal
dynamics are unfolding in different ways in different countries (Stevens et al 2013). This
makes it difficult to standardise responses from corporate headquarters, and to rely on
generalised advice from third parties.
1.2.1

Disconnections

Figure 2 serves to illustrate that there are several disconnections between the
developments that take place at the global, the national and the local level.

8

See DEFRA (2012) for an overview of European Raw Materials Strategies, including for example the
European Commission (2013) and Germany (BMWI 2010, BMZ 2010).
9
Author’s observation based on unpublished donor documentation.
10
For recent literature on the licence-to-operate concept see Prno and Slocombe (2012), Owen and Kemp
(2013), Prno (2013), Moffat and Zhang (2014).
11
Based on author’s personal experience working in and with the extractive industries.
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Figure 2: Two perspectives

Source: author’s figure.
In the left hand column, Figure 2 shows the basic logic of the global agenda seeking to
positively impact the governance of the extractive resources sectors by putting pressure
on the governments of producer countries to improve their institutions. This column is
referred to as the conventional perspective. In the right hand column, the figure suggests
a more dynamic multi-level playing field, linking internal changes in producer countries
with global energy and minerals markets and the operating environment of multinational
resource developers. This column sets out an alternative perspective. These two
perspectives offer two different concepts of change, where one is linear and mono-causal
aiming for particular outcomes. The other perspective is dynamic. It recognises
interconnections and multi-level processes that may, or may not lead, to better
development outcomes.
The key message of Figure 2 is that the conventional perspective is driven top-down with
the objective to improve outcomes in producer countries by means of improving their
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institutions. The alternative perspective suggests that the concept of change implied by
the conventional perspective is disconnected from changes to global energy and minerals
markets that are shaped by the dynamic interactions between producer and consumer
countries and multinational resource developers. It is also disconnected from the dynamic
transformations that might be taking place within producer countries as a possible result
of heightened internal pressures. At the level of multinational resource developers, shown
in the bottom row, global initiatives are disconnected from the corporate practices of, and
responses by, multinational resource developers to pressures at the national and global
level. At the same time, across different country contexts resource developers experience
increasing pressures at the national and sub-national level and face the challenge of
having to expand their local impact mitigation measures towards delivering on broaderbased development objectives. Illustrative is, for example, the experience of multinational
mining companies operating in Peru, where Rees et al (2012) have shown that good
corporate compliance with social performance standards has not been sufficient to
mitigate social conflicts around mine sites and, more widely, in and between mining
regions. This suggests that achieving business sustainability requires not only getting
corporate social performance right at the local level. Increasingly, this corporate function
has to look upwards and link into multi-level processes that involve more complex layers
of local, regional, national and global constituencies.12
The conventional perspective reflects the space of Quadrant 1 and Quadrant 4, where
steering towards desired results is associated with the adoption of ‘good rules’ from topdown. In contrast, the alternative perspective reflects that space of Quadrant 2 and 3,
where ‘good rules’ associated with good results are the outcome of processes that have
been successfully steered towards improving existing rules. These processes do not work
top-down, but span across different levels and presume positive collective action.
12

Based on author’s personal experience working in and with the extractive industries.
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Recognising the disconnections between the left hand and right hand column of Figure 2
is important, because those funding and supporting international initiatives and associated
actions expect positive results. Where such funding involves international development
agencies, taxpayers’ money is spent on realising these expectations. Several international
development organisations have also begun to develop and scale up programmes targeted
at the governance of the extractive resources sectors. In their efforts to move countries
from bad to good institutions, international development agencies have typically adopted
two approaches. They have either provided targeted technical assistance to devise
solutions to specific public sector management challenges related to the extractive
resources sectors. Or, they have supported the international NGO-led initiatives to
increase transparency in these sectors in the expectation that this will lead to improved
accountability and will ultimately support the development of better institutions.
According to Mkandawire (2012), both of these approaches are prone to support
institutional mono-cropping and mono-tasking.
The broader social science literature suggests that the theory of institutional change
implicit in the conventional perspective is too simplistic, because it presumes that it is
possible to generalise recommendations for institutional reforms across different country
contexts.13 In contrast, the alternative perspective suggests a theory of institutional
change where outcomes are associated with the characteristics of interconnected and
multi-level decision-making processes. These are placed in particular country contexts
and attention is paid, not only to the prima facie adoption of institutional reforms but also
the enforcement of rules. Enforcement means, for example, that formal rules set out in
legislation can actually be implemented and are not undermined by, perhaps, conflicting
informal rules.
13

Several evaluations and critical reviews have raised questions with respect to the theory of change
underpinning reform programmes that have followed the short cut route. For example, see Kolstad et al
(2009), Kolstad and Wiig (2009), IDS (2010), Mejía Acosta (2010), Thurber et al (2010), GIZ (2011),
and Lipschutz and Henstridge (2013). A review of this literature is included in Dietsche et al. (2013).
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The contrasting of these two perspectives is important for at least two sets of
constituencies. First, multinational resource developers recognise that complying with,
and responding positively to, an expanding set of international standards and initiatives is
not sufficient to sustaining their businesses in terms of gaining and maintaining a social
licence-to-operate.14 Second, it is not good enough to only view the policy makers of
producer countries as the unaccountable agents that cause governance failures. It is after
all these agents who have a critical role to play in advocating and driving through the
institutional reforms that are envisaged by the good governance agenda. The conventional
perspective on the good governance of the extractive resources sectors leaves observers
of the international energy and minerals markets puzzled about the expectations
associated with this top-down approach, while the multi-level playing field conceived in
the alternative perspective seems more relevant to how global energy and mineral
markets are shaped in practice.
1.3

Personal motivation

There is a clear dissonance between (i) the challenges faced by both the governments of
producer countries and resource developers to broaden and increase the developmental
contributions that the extractive resources sectors provide for producer countries and their
citizens and (ii) the global advocacy around international initiatives that aspire to improve
the governance of these sectors by focusing on constraining producer country
governments and resource developers.
From the perspective of a corporate practitioner, multinational resources companies are
dependent on the governments of producer countries to set the terms and manage the
political and socio-economic risks and opportunities associated with the production of

14

For example, this message is conveyed in Davis and Franks (2011), Rees et al (2012) and ICMM
(2013).
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extractive resources. Governments carry the primary responsibility to evolve national
policies and institutional frameworks to serve their citizens. This suggests that
governments need more rather than less authority, and also that that authority would have
to be exercised in a positive manner. Proponents of the extractive resources governance
agenda have put the emphasis on constraining the hands of politicians and bureaucrats.
Their basic assumption has been that these agents are potentially malicious and/or
incompetent. At the same time, they have also sought to impose conditions upon
multinational resource developers to resume responsibilities that arguably should be
looked after by public authorities and be addressed through more broadly legitimate
public policies and legal frameworks. This well-meant strategy of the global advocates of
good sector governance poses a conundrum that leaves little scope for governments to
develop and institutionalise the domestic multipartite coalitions that the pursuit of longterm development objectives requires.
Based on the historical comparative social science literature, positive economic and
social transformations are underpinned by fortunate alliances and coalitions between
private sector interests and public sector responsibilities, mediated by political and social
institutions (North et al 1983: 1966, Polanyi 1977:1944, North 1990, Tilly 1992,
Lachmann 2000, Bates 2001, Hall and Soskice 2001, Lange and Rueschemeyer 2005,
Greif 2006, Chang 2007, North et al 2009). In contrast much of the global advocacy
shaping producer countries and resource developers suggests a zero-sum game.
Alternatively, this advocacy has assumed that the political elites of these countries are
conniving with resource developers to serve their short-term objectives at the expense of
meeting the developmental aspirations of citizens more broadly.15 Either of these two
assumptions provides a poor basis for identifying common objectives and joined-up
15

The presence of these two assumptions manifests itself most obviously in the discussion on the taxation
of the extractive resources sector (ICMM 2009). The author of this thesis was the lead author for this
study.
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actions that could increase the positive developmental legacies of producing extractive
resources. However, it is such actions that are required to build greater linkages between
the extractive and other economic sectors.
The personal motivation underpinning this thesis is to raise awareness about the potential
overplay of the positive expectations associated with the global agenda on the good
governance of the extractive resources sectors. The expectations and actions that this
agenda prompts may be distracting the governments of producer countries from working
through the domestic policy processes that are required to develop the fortunate statesociety relations that build on common interests; and from resolving, or at least
managing, distributive conflicts of interest. It is these processes, together with the
capacity of public administrations to enforce the respective policy decisions that follow
on from them, that need to settle on a balance between two factors. Namely, the provision
of rights and access to resources for those that find and produce extractive resources, and
the duties and obligations that they are expected to meet in return. This does not mean the
status quo that currently exists in respective producer countries has found the right
balance. However, there is a risk that the external advice provided as a result of the global
resources sectors governance agenda is too generic and pays too little attention to critical
country context specific circumstances. The broader comparative social science research
on the role of institutions and institutional change highlights the country context specific
circumstances. Where this research has revisited the success and failures of the
institutional reforms introduced in other sectors as part of the ‘good governance’ agenda,
it voices strong warnings about the lack of attention paid towards contextualisation and
the more subtle functions that these reforms ought to have delivered (Aligica 2014;
Andrews 2013; Evans 2007, Chang 2007).16 These warnings have not yet been
recognised within the broader community of policy advisors working on resource sector
16

A notable exception to this is Cangiano et al (2013).
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governance. They would appear to be of critical importance, not only for producer
countries, but also for those recognising and managing the political and social risks faced
by resource developers, and thus ultimately the global consumers of extractive resources.
Against this background, this thesis seeks to highlight that there is a wider set of existing
approaches and theoretical frameworks that could be applied to better inform the debate
on how individual countries can better manage their extractive resources sectors.
1.4

Objective and hypothesis

The objective of this doctoral research is to set out a conceptual framework that provides
new insights for further research and practice to the community of policy advisors and
academic investigators sharing an interest in explaining and improving the developmental
outcomes of countries producing extractive resources. It does not aspire to test an existing
theory, or develop a new one.
Drawing on Ostrom (2007), a conceptual framework is understood to comprise of a set of
variables and the relationships among them that are presumed to account for a set of
phenomena. In contrast to a theory, a conceptual framework does not necessarily specify
the directions of the relationships among variables (Sabatier 2007, p. 6). It is common for
researchers to adopt a conceptual approach when they have felt frustrated by an existing
body of theories and models that have not sufficiently explained observed empirical
developments (Ostrom 2005, North et al 2006, Cangiano et al 2013).
The justification for pitching this thesis as contributing a conceptual framework is the
hypothesis that much of the existing work on resource sector governance has been
slanted towards a particular type of theoretical approach that has prompted a global
agenda, and a corresponding action agenda, to develop in one particular direction.
Following a review of this literature, the thesis presents a taxonomy within which the

31

evolution of the main debates in the existing literature can be traced and organised. This
then provides the basis for a structured discussion on a set of four questions that the
existing literature has not sufficiently addressed.
The thesis makes a forward-looking case for the scholarship on extractive resources
sector governance to focus more on theory development. The ontological starting point of
much of the existing literature has been the assumption that there are inherent problems
associated with the exploitation of extractive resources, because politicians and policy
makers are not sufficiently held to account. Many proponents have set out to test and
confirm theories that have explained negative outcomes and then devised potential
‘cures’. The most common research methodology applied has conditioned the insights
gained, and supported the generalisation of policy advice, at one particular level of social
analysis. This bias has supported the development of a global agenda that has generally
ignored the work of those who have focused on explaining variance in outcomes.
Comparative work has straddled across different levels of social analyses and has pointed
to several configurations of variables and relationships underpinning similar outcomes.
Thus, the thesis proposes that there is an imbalance between the work that has tested
theories to derive generic policy advice and that which has inductively, but nevertheless
systematically and comparatively, developed theory to explicate the potential causal
linkages between natural resource exploitation and economic, political and social
outcomes.
1.5

Questions and structure

The thesis develops a conceptual framework that creates the analytical space within
which the origins of the main debates on the governance of the resources sectors can be
traced. It sets out a taxonomy that shows the four different levels of social analyses and
the three types of research methodologies that have been applied to investigate the
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opportunities and challenges associated with producing extractive resources. Tracing the
main debates on extractive resources sector governance within the space created by the
taxonomy, the thesis shows how the policy advice associated with the global advocacy
agenda has been conceptualised and where its respective strengths and weaknesses lie.
1.5.1

High-level questions

To prove the hypothesis set out on page 30 - that much of the exiting work on resource
sector governance has been slanted towards a particular type of theoretical approach that
has prompted a global agenda, and a corresponding action agenda, to develop in one
particular direction - the thesis is guided by three high-level questions that will be
answered in chapter 7. The first question takes a reflective step back and asks: how have
policy conclusions on extractive resources sector governance come about, and how have
these influenced the global agenda? The second question observes the present and asks:
how do proponents of the global agenda associate extractive resources sector
governance with the complexity of, and the challenges posed by, institutional analyses?
The third question looks forwards and asks: what are the strengths and weaknesses of the
existing scholarship and what do these imply? Chapters 2 to 6 provide the substance to
answering these questions.
1.5.2

Structure and chapter questions

Chapter 2 starts off with the question: what have been the main debates on the
opportunities and challenges of countries producing extractive resources? This literature
review identifies three main debates and summarised the policy conclusions of each of
these. The chapter’s summary identifies four open questions that guide the structure of
the next four chapters. These questions are reflective of the poor conceptualisation of
‘governance’ as a quasi-synonym for ‘good institutions’.
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Chapter 3 poses the question: what actually are institutions? Because the literature
summarised in chapter 2 has focused on institutions as the condition that can explain the
variance in outcomes achieved by producer countries, this chapter explores the
ontological and methodological bases of this literature. The chapter develops a taxonomy
that juxtaposes the different levels of social science analyses against the types of research
methodologies that this body of literature has applied. In short, the chapter lays open how
these two dimensions have influenced scholars’ views on the way institutions affect
outcomes.
Chapter 4 askes: how do institutions change? It explores the insights on institutional
reforms gained from the broader social science literature to recognise some of the
challenges associated with the conclusion that producer countries need to improve the
quality of their institutions. This chapter draws specifically on the literature on property
rights to identify what social scientists tell us about the development of sector legal
frameworks as the key set of rules that shape the relationship between producer countries
and resource developers.
Chapter 5 is concerned with the question: how are institutions enforced? It focuses on
state-society relations and, specifically, on the role of ‘developmental states’ to steer
processes towards the enforcement of public policy decisions and new rules that achieve
broad-based economic, political and social development.
Chapter 6 picks up from the specific focus on property rights and sector legal frameworks
introduced in chapter 4, to labour on the question: do existing institutions matter for the
design of interventions aimed at improving institutions? This question is not answered,
but the chapter picks up on the focus on sector legal frameworks introduced in chapter 4
to recalibrating the ignorance of the liberal institutional reform agenda vis-à-vis
institutional legacies and path dependencies.
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Chapter 7 draws out the answers to, and the implications of, the three high-level
questions that underpin proving the thesis’ hypothesis.
Chapter 8 provides a brief discussion of the type of heuristic approach to institutional
analyses that might serve practically minded policy analysts going forward. Chapter 9
concludes.
1.6

Originality and audience, potential and limitations

The thesis connects three sets of literature that are not often brought together. These
include the voluminous academic and popular literature on the ‘resource curse’ and the
good governance of the extractive resources sectors; the historical and contemporary
literature on economic development; and the comparative public policy literature that
usually focuses more on OECD countries. The purpose for bringing these sets of
literature together is to provide a new perspective for considering the opportunities and
challenges facing producer countries. The literature on ‘resource curse’ and good sector
governance has generally been ignorant of the insights provided by the wider social
science literatures on public policy processes and on the sociology of economic
development.
The thesis provides a conceptual contribution that seeks to take a fresh look at the
governance of the extractive resources sectors, combining academic debates with the
actions taken by producer country governments, resource developers and third parties. It
deliberately does not test a hypothesis against empirical data for the objective to offer yet
more generic policy advice. Instead, it seeks to provoke an alternative way of thinking
about a topic that has received much attention in policy advisory circles and among
donors prepared to put money into funding programmes and projects aimed at improving
the governance of the extractive resources sectors. The insights and implications brought
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out by connecting bodies of research with few previous connections could be of relevance
for strategic thinkers and shapers working with resource developers, producer countries
and think tanks, as they observe the dynamics of global energy and minerals markets.
1.7

Definitions

For ease of reference, the thesis uses the following definitions:
Extractive resources sectors: these include the oil, gas and minerals sectors; not excluded
are other resources sectors such as agriculture or forestry.
Extractive industries: the sum of corporate activities involved in exploring and producing
oil, gas and mineral resources.
Producer countries: the countries that produce oil, gas and minerals; they may be
producing these for domestic consumption or export; no particular production threshold is
applied.
Resource developers: the corporate entities exploring and producing extractive resources;
resource developers can be individual multinational or national companies, or comprise
of a consortium of companies; companies could be privately owned or state owned. The
latter are referred to as national oil companies (NOCs) and/or national mining companies
(NMCs).
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2.

Literature review17

This chapter provides a review of the literature on the governance of the extractive
resources sectors. It divides this literature into three main debates that are set out in
Figure 3.

•

Debate No. 1 captures the opportunities associated with investing in the extractive
resources sectors.

•

Debate No. 2 covers the extensive literature on the political economy of extractive
resources, which includes that on the political economy of ‘resource curse’.

•

Debate No. 3 focuses on the evolving debate on building linkages between the
extractive resources sectors and other economic sectors.

The next three sections (Section 2.1, 2.2, and 2.3) cover each of these debates in turn.
Figure 3: Key debates on resource sector governance

Source: author’s figure.

17

Some sections of this chapter have drawn on Dietsche (2007) and Stevens and Dietsche (2008).
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The fourth section (Section 2.4) compares the policy conclusions of these three debates in
relation to the global agenda on the governance of the extractive resources sectors. It
identifies four unanswered questions, where each of these questions relates to one of the
four quadrants introduced in Figure 1.
2.1

Debate No 1 - Investing in the extractive resources sectors

Economic growth theories have shaped the basic thinking about the economic impacts of
capital investments in the resource sectors. Building on these, cross-country comparisons
have provided the evidence for the argument that there is a positive association between
opening up to foreign private investment and economic performance. Both strands of
work have underpinned the policy conclusion that countries endowed with extractive
resources should exploit this comparative advantage. The basic policy conclusion has
been that these countries should liberalise their extractive resources sectors to support
economic growth and, where necessary, recovery.
2.1.1

Economic growth theories

Growth theories have provided economists with the basis for conceptualising the impacts
of investments in the extractive resources sectors on the economic performance of
producer countries. These theories set out mathematical equations deploying economic
performance as a dependent variable on one side of the equation. On the other side,
theoretical propositions explicate how possible independent variables relate to each other
to explain economic performance. Among these variables could be one or several
capturing investments in the extractive resources sectors.
Classical growth theory put forth the proposition that improvements in labour
productivity drive economic growth. This view changed with the introduction of the
Harrod-Domar model in the 1940s. It challenged the assumption that there is a fixed
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capital/labour ratio and proposed that a country’s productive capacity was proportional to
its stock of machinery. Therefore, an increase in economic output would have to result
from the accumulation of more capital.
Where this capital came from did not matter. The Harrod-Domar model also suggested
that potential gaps in domestic financing, whether from the private or the public sector,
could be addressed by bringing in capital from abroad. Foreign investment could finance
the development of export-oriented industries, such as the extractives, which would then
generate the foreign exchange needed to purchase the foreign goods and services needed
to diversify and develop other economic sectors.
Neoclassical growth theory extended the Harrod-Domar model in the late 1950s and
dominated academic thinking throughout the 1960s and 1970s. It stressed that
accumulating more capital would face the problem of diminishing rates of return. Once
countries got to this point, labour productivity could only be improved with technological
progress. This turned the attention back to labour productivity as the driver of economic
growth, but it also supported the argument that foreign investment could serve as the
conveyor of technological progress.
From around the mid-1980s a new generation of economic growth theories gained
prominence (Eggertsson 2005). These theories were prompted by the empirical
observation that capital was not flowing from richer to poorer countries, despite apparent
shortages in domestic capital and gaps in technology. This provided the entry point for
the proposition that all production inputs are ultimately reproducible capital. The focus on
external factors was abandoned. Instead, it was suggested that economic development
ultimately results from changes in domestic factors improving labour productivity
(Romer 1994).
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The proponents of endogenous growth theories have explored various hypotheses, honing
in on specific domestic production input factors and the policies that affect these. For
example, these have included investments in human capital (e.g. education) and in
research and development (e.g. innovation). The argument has been that these factors are
associated with positive externalities that underpin technological progress and ensure that
returns on capital do not fall.
Economic growth theories have contributed at least three positive messages to the
question of how investing in the extractive resources sector can support the economic
performance of producer countries. The first message has been that such resources
provide initial assets to the country that can be transformed into other types of public and
private capital. Second, if a country lacks the initial capital required to develop extractive
resources and bring these above the ground, foreign investment could fill the domestic
financing gap. If these assets were then sold abroad, the foreign exchange that would be
generated could be used to import the capital goods that other economic sectors might
require. The third message has been that foreign investment can provide additional
benefits, if it is associated with technology transfers, human capacity building or other
investments in the productive capacity of country’s economy.
However, it is worth highlighting that endogenous growth theories have also highlighted
a strong caveat. The long-term opportunities associated with capital investments
ultimately hinge on whether they contribute to improving a country’s domestic
productive capacity. This poses a challenge for the extractive resources sectors, because
they can operate as economic enclaves. Extractives projects are often set up to source
production input factors from abroad, which limits the linkages that are built in the
domestic economy.
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2.1.2

Attracting foreign investment

Many low- and middle-income countries experienced severe economic crises from the
mid-1980s onwards. These are thought to have resulted from the major economic shocks
that took place from the mid-1960s until the mid-1990s (Crowson 2007), following a
period of state interventionist economic policies that had been supported by the HarrodDomar model. At the time the proposition had been that a ‘big push’ of public
investments in strategic sectors of the national economy could be the engine that drives
economic development. In the aftermaths of World War II and the decolonisation period,
many countries set up new, or strengthened, national oil and mining companies
(NOCs/NMCs). Import substitution policies aimed at protecting nascent industries were
also pursued.
In the oil sector, this change in the economic policy stance of producer countries
culminated in the dramatic shift in the balance of power away from the major private
international oil companies and towards the governments and their national oil companies
of the countries that formed the Organization of Petroleum Exporting Countries (OPEC)
(Stevens 2013). The oil price spikes of the 1970s affected demand, and subsequently
most hurt those countries producing minerals (Crowson 2007). Having heavily invested
in their nationally owned companies, many countries were faced with persistent overcapacity and unsustainable financial commitments. Further shocks followed, with the
break-up of the Soviet Union and the liberalisation and privatisation policies that were
introduced in the aftermaths. Facing internal difficulties to cut back on public expenditure
that they had committed to in the earlier period, minerals producing countries ran up
unsustainable macroeconomic and fiscal positions. Finally, they were left with no other
option but to call for external help from the international financial institutions (IFIs).
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The policy question at the time was how these countries in distress could attract foreign
private investment as an option for digging themselves out of their economic trenches.
The economic thinking at the time was, at least in part, still guided by the Harrod-Domar
model and its emphasis on the need for capital (Easterly 2002, Rodrik 2007). However, it
was also influenced by public choice theory, which argues that ‘state failure’ in the
context of the state-led development agenda had been the main cause of the economic
distresses that countries were facing. Its proponents advocated more liberalisation and
privatisation of state assets. In addition, the emergence of neoclassical growth theory
stressed the benefit of technology transfers associated with foreign private investment. At
least with respect to the mining sector, the ideological stance of public choice theory
could also be cross-referenced to an early golden period of international investments
throughout the late 19th and early 20th century (Humphreys 2013).
Called to help countries restore their macroeconomic and fiscal positions, international
advisors from the IFIs drew on two interrelated reform proposals. The first was to
privatise state operated economic sectors. This meant dismantling the nationally owned
companies and selling their assets to foreign private investors. Across the global mining
sector privatisation was so sweeping that by the early 2000s only a few national mining
companies were left (UNCTAD 2007).
The same level of privatisation was not introduced to the oil and gas sectors. With the
exception of some OECD countries, governments largely retained ownership of their
national oil and gas companies. The big producer countries in the Middle East and a few
elsewhere came to dominate the global market, not least because of OPEC. Meanwhile
exploration activities in the more peripheral countries were temporarily cut back until
global demand started to rise from the early 2000s, triggered by growing demand from
Asia.
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The second reform proposal was to review sector legal and regulatory framework to
provide attractive terms, that would further encourage private foreign investors to take up
these opportunities. One of the seminal policy reform documents was Onorato (1995),
setting out the key elements for reforming legislative framework to attract foreign
investment in the petroleum sector.18 For example, this document proposed the use of
model contracts as the starting point of negotiations between resource developers and
producer countries. IBRD/World Bank (1996) laid out a similar reference framework for
the mining sector. Other documents that captured the thinking at the time include World
Bank/IFC (2003) and Otto and Cordes (2002).
An influential legacy issue at the time was the concerns of potential private investors over
future repeats of the expropriations and sector nationalisations that took place in the
aftermaths of WWII and the decolonisation period. International commodity prices
continued to be very low throughout the 1990s. This meant that attractive legal and fiscal
terms were seen as a necessary prerequisite to encourage international resource
developers and their financial backers to re-enter territories where at least some of them
had been victims of nationalisations in the post World War II period.19
The privatisations and sector legal and regulatory reforms went alongside wider structural
adjustment efforts. Reform packages were framed in the context of the then prevailing
‘Washington Consensus’, which proposed a series of far-reaching top-down measures to
open up countries to foreign investment and trade, and liberalise their domestic markets.
Much has been written about this general reform context. The challenges experienced in
sustaining these reforms have been extensively discussed (Ahrens 2000, Easterly 2002,
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This document is framed to draw on the technical assistance that had been provided to reform the
petroleum sectors of the countries of the former Soviet Union. See the subsequent work by Jones-Luong
and Weinthal (2001, 2010) on the mixed success of these reforms.
19
For example, the Fraser Institute’s annual ranking on the competitive attractiveness of countries based
on surveying mining companies was first published in 1997.
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Rodrik 2007, Noman 2012). In essence, the ‘Washington Consensus’ had overpromised
on its expected deliverables, its reforms were too technically focused, and it had ignored
important political economy issues, including the role of the public sector in supporting
economic transformation. Nevertheless, the implementation of at least some aspects of
the ‘Washington Consensus’ has supported improved macroeconomic performance.
In the 1980s and 1990s, many policy advisers were optimistic that attracting foreign
investment would support the recovery of producer countries and stimulate their
economies. At the same time, the challenge of attracting foreign investment was almost
exclusively framed as a bilateral, zero-sum bargaining process between resource
developers and governments. This view is particularly obvious in the literature on
extractive resources taxation regimes (ICMM 2009). In the context of a low commodity
price era, the notion of the ‘obsolescing bargain’20 also prompted investors to seek
investment protection through an extensive network of international investment treaties
and recourse to international arbitration for the settlement of potential disputes (Wells
and Ahmed 2007, Maniruzzaman and Munir 2008, Cameron 2010).
Until the early 2000s, little attention was paid to the fact that the administrative capacity
of producer countries’ governments, along with other domestic conditions more
generally, underpins the enforcement of investor-friendly sector legal and regulatory
frameworks. It would also seem that the insights put on the table by endogenous growth
theories had gone unheeded, that the long-term positive impact of foreign capital
investment rests with its contributions to improving the host country’s domestic
productive capacity.21
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This term was first coined by Vernon (1971).
Oxford Policy Management (2013b) provides a case study on the efforts made by Zambia in the late
1990s to revive its mining sector from its protracted slump of the 1970s and 1980s, but also the many
challenges the country has been facing for decades. The author has contributed to the analysis
underpinning this study.
21
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2.1.3

Challenges

From the early to mid-1980s, two challenges associated with investing in the extractive
resources sector have also been recognised. First, economists became increasingly aware
that, if they are focused primarily on exports, foreign investment in the extractive
resources sectors could pose serious macroeconomic challenges. Second, resource
developers have had to respond to negative local-level impacts resulting from the
development of large-scale extractives projects. This has prompted the development of
international standards on corporate environmental and social performance.
2.1.3.1 Macroeconomics
The early literature on the macroeconomic challenges included Corden and Neary (1982),
Neary (1986) and Gelb (1988), with the IMF and others adding country-focused technical
follow-up studies.22 The most widely discussed challenge is ‘Dutch Disease’, coined after
the Dutch experience of discovering and developing on-shore natural gas fields in the
1960s, when the country subsequently experienced a decline in exports in its other traded
sectors (Ebrahim-Zadeh 2003). Several historical experiences showing similar effects
elsewhere have also been documented.23 The negative impact is an overvalued exchange
rate undermining the international competitiveness of the non-extractive traded goods and
services sectors. This happens because the exportation of extractive resources provides a
country with the foreign exchange necessary to import more tradable goods and services.
However, it also prompts a rising demand for non-tradable goods that can only be
produced domestically. This then results in domestic production inputs being moved out
of the non-extractive traded sectors and into the non-tradable sectors, for example
construction and services. As the domestic demand for these inputs rises and supply is
22

See for example, Iimi (2006), Segura (2006), Ismael (2010).
Among the most often quoted examples many refer to Latin America in the 19th and 20th century,
including guana production in Chile, rubber production in Brazil and coffee production in Columbia. The
negative Dutch experience lasted shortly. In the Netherlands, the fear of de-industrialisation linked to
Dutch Disease did not actually materialise.
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constrained, it increases prices. This can then lead to an appreciating real exchange rate,
which can make the production of non-extractive traded goods and services become less
competitive internationally. Cheaper imports from abroad may also compete with the
domestic consumption of these goods and services. Over time, this can then lead to a
country becoming specialised in the production of non-tradable goods and experience,
which can also result in more volatile relative prices that could have further negative
knock-on effects via the domestic financial market (Hausmann and Rigobon 2003).
Countries with an already diversified economy generally suffer less than those specialised
on exporting primary resources, because they can more easily respond with changes in
the structure of production (Hausmann and Rigobon 2003). It is also not a foregone
conclusion that an appreciating real exchange rate is a problem per se (Sachs 2007).
However, it poses a serious problem if the suffering tradable sectors would have been
critical for the country’s overall economic and social development, by creating
employment for the next generation of skilled workers able to move out of subsistence
existences, for example.
In general, those who looked at ‘Dutch Disease’ from a theoretical perspective agree that
negative impacts are not inevitable. There are macroeconomic measures that governments
can pursue to manage the exchange rate with the help of their central banks. Fiscal and
other policy measures can also be pursued to support the exposed tradable sectors.
A second macroeconomic challenge is the volatility of international commodity prices,
resulting from inelastic supply. Because extractive resources projects are capital
intensive, once they have come on-stream they will continue to operate and supply
international markets to cover fixed costs even when prices have fallen below the total
cost recovery limit. Price volatility then translates into volatile resource revenues, which
can pose a serious fiscal challenge for producer country governments. Before they
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accommodate higher public expenditure levels, governments would have to assess
whether price rises are permanent or temporary. However, once they have committed to
higher levels of public spending, it becomes politically and economically costly to adjust
these downwards when resource revenues are squeezed. This was one of the problems
that led to the economic crises of the 1980s and 1990s.
A related fiscal question is how to find the right balance between public investment and
consumption spending. While public investment spending could be more temporary in
nature, consumption spending has to be sustained over a longer period of time in order to
positively impact a country’s productive capacity. For example, a country could over a
shorter period of time invest in upgrading its public education infrastructure. However, in
order to provide more comprehensive education services, it has to work on improving
recurrent education expenditure and back this expenditure with efficient education
policies.
A third set of challenges comprises microeconomic transmission mechanisms that arise
from supply shortages. Where the extractive resources sectors dominate the domestic
economy they can crowd out capital and other production input factors from the nonextractive economic sectors. This can have detrimental effects on the long-term economic
performance of the country and on social development. For example, skilled labour and
other production inputs that are in short supply could become too expensive for domestic
manufacturing industries. Domestic entrepreneurs may then move away from investing in
more labour intensive local industries and instead set up import businesses to sell
consumer goods to those small constituencies that are directly employed by the extractive
resources sectors. Coupled with poorly developed education and skills-development
systems, large segments of society may remain trapped in informal subsistence
existences.
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Recognising these three macroeconomic challenges has prompted the development of
suitable counter measures. The IMF in particular has focused on the combined fiscal
policy challenges that result from the various transmission mechanisms discussed above
(Davis et al 2003, Neumayer 2004, IMF 2007b, IMF 2010).24 The empirical experiences
of individual countries have further supported the emphasis on fiscal policies. The
positive experiences have included, for example, Norway (Skancke 2003), Botswana
(Sarraf and Jiwanji 2001, Acemoglu et al 2003, Lange and Wright 2004, Iimi 2006,
Clausen 2008, Pegg 2012) and Chile (ICMM 2007a, Guajardo Beltrán 2012, Orihuela
2013), whereas the negative experiences have included Nigeria and Venezuela (DiJohn
2005).
Although the emphasis on fiscal policies has gained strength over the years, more
recently some self-criticism has also been applied. A new IMF publication on the
emerging architecture of public financial management (PFM) takes stock of the
innovations that have taken place in this field over the past two decades (Cangiano et al
2013). This publication re-emphasises that PFM systems play a very critical role in the
developmental outcomes that producer countries can achieve. However, it also recognises
that proposals for PFM reforms have often been poorly designed, and that they have
neglected to appropriately take into account country-specific conditions. Too often
reforms have been focused on countries adopting specific fiscal institutions, such as
natural resource funds or other special fiscal rules, that have replaced and/or undermined
the integrity of the overall budget process and budgetary institutions more generally
(Dabán Sánchez and Hélis 2013).25
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This book primarily set out the technical optimal solutions to these challenges, but it also hinted at
some political context variables. These included the impact of political regimes type on fiscal policy
decisions and the trend observed at the time to share oil revenue with subnational governments.
25
Another IMF publication on the taxation of petroleum and minerals has sought to make fiscal policy
issues more accessible to a wider audience, not least emphasising administrative and institutional issues to
which the IFIs and other development organisations had paid less attention in the past (Daniel et al,
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The fourth macroeconomic challenge is the enclave nature of many extractive projects,
which limits the sectors’ contribution to improving a country’s domestic productive
capacity. Although it was briefly discussed in sub-section 2.1.1 as the caveat flagged by
endogenous growth theories, this challenge has not been specifically addressed here.
Instead, it will be picked up by section 2.3 as a part of the Debate No 3 on building
linkages between the extractive resources sector and other economic sectors.
2.1.3.2 Project level social performance
With the inflow of foreign private investments funding large-scale export oriented
projects in low- and middle-income host countries, negative environmental and social
impacts are often felt most immediately in the geographic locations where such projects
are being developed. Several tools have been developed for assessing and managing these
impacts. These tools have largely been applied in isolation from recognising and
managing macroeconomic challenges. The same applies to the political economic
challenges that will be covered in section 2.2.
Environmental impact assessments (EIAs) have become a common feature of appraising
and planning the development of large-scale extractives projects. They have become part
of the internal governance frameworks of international resource developers and/or are a
legal and/or regulatory requirement set by the producer countries as part of their licencing
and permitting processes. Social impact assessments (SIAs) are sometimes incorporated
into more comprehensive Environmental and Social Impact Assessments (ESIAs). This
integration makes sense particularly where environmental and social issues are closely
related. For example, in coastal areas offshore petroleum activities can negatively impact
the livelihoods of fishing communities.26 Similarly, mining activities can negatively
2010).
What constitutes a ‘community’ is a contested issue and is defined differently in different contexts and
among different organisations. For a discussion on this see Chindo and Bradshaw (2013).
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impact agricultural communities where they affect water and other surface resources. For
example, in Peru the majority of mining related conflicts relate to water and land-use
(ICMM 2013b). However, environmental and social impacts do not always overlap
geographically. For example, the environmental impact zone of a potential oil spill,
which may set the boundaries for conducting an EIA, need not overlap with the
geographical area that may be affected by inward-migration of workers or the
downstream activities associated with upstream projects.
How environmental and social impacts are assessed and managed has evolved over time
(Vanclay and Esteves 2011). Since the late-1980s, a diverse range of international
conventions and regional and national law has emerged (Harvey 2011, Wagner and
Armstrong 2010). The environmental movement that started in the 1970s triggered some
of these. Several non-legal norms and guidelines have also been developed to govern the
relations between extractive industry companies and local communities. For example,
these include the UN Global Compact, the Global Reporting Initiative (GRI), the
Voluntary Principles on Security and Human Rights (VPSHR), and the concept of Free,
Prior and Informed Consent (FPIC) associated with the United Nations Declaration on
the Rights of Indigenous People.
An important development in this area has been the Sustainability Framework and the
Environmental and Social Performance Standards of the International Finance
Corporation (IFC). These standards started with the ‘safeguard policies’ that the World
Bank Group had put in place in the 1980s to address some of the negative impacts
associated with Bank-financed projects, for example involuntary resettlements. By the
early 2000s, these policies were no longer considered appropriate, not least because
international non-governmental organisations successfully put pressure on the World
Bank Group to do more. By 2006, the IFC published the first edition of its comprehensive
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Environmental and Social Performance Standards and associated Guidance Notes, set
under an overarching Sustainability Framework.27 After an 18 months review process, the
second edition of this Framework and the Standards came into force on 1 January 2012.
The group of banks with investment interests in extractive industry projects that have
subscribed to the Equator Principles since 2003, now also make it a mandatory
requirement to comply with the IFC Standards and Guidelines.28
Extractive industry companies have adapted to this development by incorporating the IFC
Standards and Guidelines into their own internal governance frameworks and filtering
these down their supply chains. This has led to the professionalisation of corporate social
performance, including attempts to measure the value of this work (Davis and Franks
2011, Kitzmueller and Shimshack 2012). At least in part, it has also led to a move away
from more paternalistic approaches to engaging with local communities, such as the
provision of all-encompassing mining towns and corporate philanthropy. The new
approach has turned towards strategic social investments, for example in projects that
support enterprise and skills development.
Another recent development has focused on human rights, prompted by several cases of
alleged abuses involving businesses. In 2005, the UN appointed Professor John Ruggie as
Special Representative to the Secretary-General with the remit to identify and clarify the
human rights responsibilities of businesses. This culminated in the UN Guiding
Principles on Business and Human Rights, approved by the UN Human Rights Council in
2011.29 These principles draw a distinction between the duty of states to protect human
rights, the duty of business to respect these duties, and their joint responsibility for
providing access to remedies for the victims of human rights abuses. The consequences
27

http://www.ifc.org/wps/wcm/connect/Topics_Ext_Content/IFC_External_Corporate_Site/IFC+Sustaina
bility/Sustainability+Framework/ (last accessed: 26.09.2013).
28
http://www.equator-principles.com/index.php/about (last accessed: 26.09.2013).
29
http://www.ohchr.org/Documents/Publications/GuidingPrinciplesBusinessHR_EN.pdf (last accessed:
02.10.2013).
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of the Guiding Principles are still evolving (Drimmer 2010, Kemp and Vanclay 2013).
However, they have already been incorporated in a range of extractive industry focused
business guidelines and standards and may in future also be transposed into national law.
These more recent developments have not been without challenges. Kemp et al. (2012)
have noted the rise of an “audit culture”, where company reporting serves to
demonstrative compliance and produces performance data to measure risks and/or
effectiveness. Their concern is that such a culture does not support the original intentions
that stood behind the development of the various standards and guidelines. These were
intended to build enduring relationships and positive rapports with local communities.
Vanclay and Esteves (2011) are similarly critical. They argue that when social impact
assessments become a regulatory requirement, as is often the case with EIAs/EISAs, this
can undermine their vital function as a tool for, first, communicating and supporting a
common understanding of project impacts, and secondly, to initiate coordinated
responses to managing these impacts. The essence of this function is indeed to enable the
company to respond to and manage these impacts. However, the affected communities,
relevant government agencies, and the domestic private sector and other third parties are
also critical stakeholders of these assessments. The conclusion is that resource developers
are yet to move away from a compliance, risk management and impact mitigation culture
to one where businesses, governments, civil society and local communities work out
processes through which they can jointly create value (Owen and Kemp 2013). Based on
their research in Peru, Rees et al (2012) contend that such a culture shift requires senior
management and technical staff to become more attune to, and act on the issues and
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concerns flagged by their internal social performance professionals who pick up on the
dynamic concerns of local constituencies.30
Others have argued more critically that the limits of corporate social performance
activities are exposed in situations where these activities are at odds with corporate
interests, in particular with respect with to Corporate Social r=Responsibility (CSR)
and/or Social Investment (SI) activities. For example, Karnani (2010) argues that social
constituencies in producer countries should not look towards resource producers to
address problems in the provision of public goods and services. This is the responsibility
of politicians and bureaucrats and thus an issue that should be addressed through public
policies and regulation. Karnani maintains that the provision of public goods and services
is not an objective towards which resource developers should divert shareholders’ money.
Similarly, Wiig and Kolstad (2010) are concerned that strategic CSR/SI activities support
patronage and thus, may not support positive institutional development or development
more generally.31
2.1.4

Section summary

Debate No 1 on investing in the extractive industries has pointed to the opportunities
associated with extractive resources as an initial asset that can be transformed into other
types of more sustainable public and private capital. Endogenous growth theory has
underlined that this asset transformation process hinges on whether investments in the
extractive resources sectors have a positive impact on building a country’s domestic
productive capacity over the medium to long term. Lederman and Maloney (2007) put it

30

For a further critique on the internal organisational challenges faced by resource developers, see Kemp
and Owen (2013).
31
There is new literature emerging that seeks to identify under what conditions corporate entities and
other third parties are able to provide public goods and services in geographical areas where limited
statehood prevails. See Krasner and Risse (2014), Hönke and Thauer (2014) and Lee et al (2014). The
work of these scholars sits in the space of Quadrant 2 of the thesis’ conceptual framework.
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in the following manner: “Natural resources are assets for development that require
intelligent public policies that complement natural riches with human ingenuity” (p. 10).
This Debate No 1 has recognised that macroeconomic policies are critical, particularly if
investments are focused primarily on supporting export-oriented extractive resources
sectors. Much emphasis has been placed on fiscal policies. The more recent literature
signals a cautious shift away from advocating special fiscal measures targeted specifically
at resources revenues, such as natural resources funds. In turn, it stresses strengthening
public financial management more generally, as well as the broader public policies that
underpin the allocation of public expenditure and the provision of public goods and
services. At the project level, Debate No 1 has recognised the value of good corporate
social performance. This involves first assessing project-specific impacts on host
communities, and then managing and/or mitigating these.
The challenge for Debate No 1 is the disconnection between the recognition of the topdown macroeconomic opportunities and challenges on the one hand and the bottom-up
local project-level impacts on the other. From the top end, the focus has mainly been on
national-level fiscal policies as the tool with which to leverage the opportunities and
manage the challenges. This has come at the expense of recognising that a much wider
array of public policies ought to be deployed not only at the national, but critically also
the sub-national level. From the bottom end, corporate social performance aimed at
managing

localised

project-level

impacts

has

not

contributed

to

mitigating

macroeconomic challenges, nor has it been geared towards leveraging on the
macroeconomic opportunities. While much attention has been given to the question how
resource developers can improve their relationships with local communities, the
structures underpinning the relationships between local communities and national as well
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as sub-national policy makers and bureaucrats have rarely been looked at systematically
to understand why the top and the bottom do not match up.
2.2

Debate No 2 - Political economy of extractive resources

Since the mid-1990s, a substantial body of literature on the political economy of
extractive resources has emerged. The objective of this literature has been to reach
beyond the macroeconomic ‘resource curse’ mechanisms identified in the previous
section. Instead, it has focused on the political and social factors that underpin economic
performance, as well as a wider range of political and social outcomes. Many of those
studying the political economy of extractive resources have focused primarily on negative
outcomes. Some have also turned to the study of political economy to discuss how, and
under what conditions, resource-led development might be possible.
This section tracks the evolution of Debate No. 2 and its policy conclusions. Several
reviews of this literature already exist. An early review was Ross (1999) who pointed to
the two different approaches that economists and political scientists had taken to look at
this issue. Rosser (2006a) identified three different strands to this literature based on the
different outcomes that proponents focused on. Several articles have provided, or
commented on, policy recommendations, including Stevens (2003, 2006), Weinthal and
Luong (2006), Rosser (2006b) Humphreys et al (2007), Stevens and Dietsche (2008),
Van der Ploeg (2008), and Barma et al (2012).
The objective of the review presented here is not to confirm or reject whether a political
economic ‘resource curse’ exists, how it comes about, or what can be done about it.
Instead, similar to Benner et al (2010) and Ostrowski (2013), it takes a step back to
reflect on how the two main schools of thought have looked at the political economy of
extractive resources and what they have concluded. The first sub-section reviews the
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outcomes that those studying the political economy of the extractive resources sectors
have been interested in. The remaining sub-sections discuss how they have measured
countries’ dependence on the extractive resources sectors and what causal linkages the
two main schools of thought have explicated. The final sub-section pulls together the
policy conclusions that they have promoted.
2.2.1

Observing outcomes

Expanding the work of the macroeconomists, those studying the political economy of the
extractive resources sectors have observed three types of outcomes: poor economic
performance; ‘bad’ political regimes; and countries not delivering on social development,
including suffering from conflicts and civil wars (Rosser 2006a).
2.2.1.1 Poor economic performance
Poor economic performance has received the most attention. Proponents could build on
the work of the growth theorists and macroeconomists who had made the case that
investing in the production of extractive resources presents countries with opportunities.
Those studying the political economy of the extractive resources sectors were not
satisfied with the analyses and the policy conclusions that had resulted from the analysis
of the macroeconomic challenges of export-oriented investments. They thought it was
necessary to better understand why governments seemed unable and/or unwilling to adopt
the technical counter measures that they were advised to pursue in order to avoid the
macroeconomic ‘resources curse’.
Further questions have been prompted by the experience of countries like Peru or Ghana,
where macroeconomic policies and aggregate economic performance have generally been
good and where companies have arguably made real efforts to assess, manage and
mitigate project level impacts. Nevertheless, socio-political tensions and conflicts have
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kept rising and communities and their local and regional representatives have expressed
dissatisfaction with the level of benefits they are receiving. These and other country
examples have suggested that there remain analytical gaps in connecting macroeconomic
analyses with the individual and aggregate impact of actual projects at the local, regional
and national level.
Much of the work on extractive natural resources and economic performance has been
prompted by the seminal article of Sachs and Warner (1995) raising the question why,
against economists’ predictions, countries less dependent on the resources sectors had on
average achieved better economic outcomes than those more dependent on these sectors.
This article prompted the publication of a series of cross-country statistical analyses that
built on economic growth models to demonstrate the relatively poorer economic
achievements of producer countries from the early 1970s until the early 2000s. Like the
macroeconomists, those studying the political economy of the extractive resources sectors
have often also focused on fiscal issues. However, these proponents have paid more
attention to the potential incentives and the structural conditions underpinning fiscal
policy decisions.
2.2.1.2 Bad political regimes
A second body of work has been concerned about the prevalence of ‘bad’ political
regimes in producer countries. Some studies have simply asked whether the presence of
an extractive resources sector correlates with ‘bad’ political regimes. Ross (2001) was
one of the first political scientists to quantitatively test this question. Others conducted
case studies to draw out the linkages between the extractive resources sectors and rentier
states (Karl 1997, Hodges 2004). Jenson and Wantchekon (2004) have compared several
Sub-Saharan African countries to test whether greater reliance on the resources sectors
poses a greater challenge to consolidate and maintain the democratic transition paths that
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many of these countries had embarked upon from the early 1990s (Bratton and Van de
Walle 1997). A critical review of the question whether natural resources fuels
authoritarianism found that the answers have been sensitive to the data and the
methodologies used (Haber and Menaldo 2011).
Another set of studies hypothesised whether political outcomes are affected by the fiscal
dependence on extractive resources revenues (DiJohn and Putzel 2000, Moore 2004,
DiJohn 2007, Bräutigam et al 2008, ICMM 2009). When countries rely too heavily on the
mobilisation of public revenues from the extractive resources sectors, this may
compromise more equitable access to public goods and services. Well-positioned elites
may capture public funding for the pursuit of their particular interests. Fiscal dependence
on the extractive resources sectors could nurture alliances between political and economic
elites who would collaborate to uphold ‘bad’ political regimes in order to serve their
particular interests, to the detriment of the wider public interest.
2.2.1.3 Poor social outcomes
A third body of literature has focused on social outcomes. Some of this literature has
investigated the observation that countries with extractive resources appear to be more
prone to conflicts and civil wars. Initial research was framed in a very simplistic manner,
juxtaposing a hypothetical economic-rational explanation against an equally hypothetical
socio-political explanation, finding that ‘greed’ rather than ‘grievance’ leads rational
individuals to fight over resources (Collier and Hoeffler 2004). To test their propositions
the authors assigned proxies to these two dichotomously framed hypotheses and
subjected them to a statistical analysis. They found ‘greed’ to be of greater statistical
significance. However, they not only failed to convincingly argue that the proxies they
had used reflect their narrative explanations; they were also unable to explain why greedy
individuals would join up to engage in collective combative action (Nathan 2005).
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Comparative and country case studies have looked at a much broader range of potential
causal mechanisms. Ross (2004a, 2004b) identified some 13 different hypotheses linking
natural resources to the onset, duration and intensity of civil wars. Interestingly, he also
found that the relationship between natural resources and civil wars is ambiguous. For
example, the presence of a resources sector can also encourage different social
constituencies to work together. Humphreys (2005) has catalogued a range of possible
and rival mechanisms, finding no evidence that resources can systematically be
associated with particular difficulties in bringing conflicts to an end. However, he
suggests that the resources sectors might have a negative impact on state capacity.32
Snyder’s (2006) comparative analysis of Sierra Leone versus Myanmar builds a model
that links high value/low volume resources (i.e. lootable resources) to both the
breakdown, and the establishment of civil order.33
Others have looked at social outcomes as captured by the social indicators collected by
the United Nations and other organisations. Ross (2007) proposes two analytical
dimensions to understanding whether extractive resources reduce or increase inequality:
‘vertical inequality’ reflects the gap between the richest and poorest in a country and
‘horizontal inequality’ reflects the gap between the better and the less well-endowed
regions of a country.
Again, the empirical evidence shows mixed results. In Peru, alongside the growth of the
mining sector social indicators have been improving at the aggregate level. However,
these improvements cannot be directly attributed to the activities and contributions of the
mining industry. There may be an indirect positive impact via this industry contributing
more revenue, which may have helped the government to introduce and expand more
32

A similar result is found by de Soysa and Neumayer (2007).
Snyder defines ‘lootable resources’ as those characterised by high value but low volume, including
diamonds, gold and other precious metals and stones but also illicit drugs. ‘Non-lootable’ resources are
lower value and high volume, thus they are more difficult to capture for private gain.
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effective social policies (ICMM 2013b). In the case of Chile, mining regions show steady
improvements in social indicators (ICMM 2007a, Guajardo Beltrán 2012), departing
from the absence of such a positives impact in its earlier mining history (Davis 2009). In
Zambia, social indicators appear to have worsened in non-mining regions (Oxford Policy
Management 2013b). Social outcomes in the oil rich states in Nigeria have been viewed
critically, partly because of negative socio-economic impacts of environmental
degradation (Chindo and Bradshaw 2013). Goederis and Malone (2011) suggest that in
general oil and mining booms temporarily reduce inequality, but that this impact
diminishes over time.
Davis and Vásquez (2012) have also confirmed this mixed picture. They have taken a
step back to revisit the claim made by political scientists and international NGOs, who
argue that the extractive resources sectors negatively affect social development, in order
to contrast this with the counter claim put forth by the extractive industries and their
supports, that there can be positive impacts. Admitting some data limitations, they find
that neither claim can be substantiated with cross-country statistical evidence. Using
longitudinal data covering 57 countries, they assess how economic growth generated
from resources extraction affects those at the bottom of the social food chain. They found
no compelling evidence for or against either claim. This led them to conclude that caution
is warranted in basing policy conclusions on either side’s pronouncements.34
Yet many have concluded that the extractive resources sectors produce negative
economic, political and social outcomes. This is the view portrayed in the popular press
and supported by advocacy groups. Nevertheless, the causal mechanisms producing these
observations are not as obvious as these constituencies have implied. Several country and
comparative case studies have suggested that the production of extractive resources is but
34

These authors recognise that the limited availability of comprehensive data may have compromised
their results.
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one of several interrelated variables and conditions that could be responsible for these
outcomes. This calls for the development of more sophisticated theory, as opposed to
more testing of overtly simplistic hypotheses.
For example, Keen (2005) has argued that in Sierra Leone it was the introduction of
economic liberalisation policies that led to the deterioration of several sets of social
relationships resulting in conflict. These policies, rather than the mere presence of a
diamond-mining sector, contributed to the collapse of the state and thus, the collapse of
social order.35 DiJohn (2002) puts forth a similar argument for Venezuela, dismissing the
structuralist argument that Venezuela is simply a malfunctioning petro-state. Instead, he
associates Venezuela’s return to populist authoritarianism with the exaggerated promises
put forth in the context of economic liberalisation reforms and the subsequent rise in
income inequality. This led to polarised politics and a decline in political stability
(DiJohn 2005).36 Eifert et al (2003) have looked at ‘bad’ political regimes not as an
outcome, but they have used this variable to explain variance in the economic
performance of producer countries. They identify common characteristics across ‘mature
democracies’ and ‘reformist autocracies’ because both have been supportive of sound
macroeconomic policies. Both regime types can support a longer time horizon for policy
decision-making and greater policy coherence. Dunning (2008) has also taken a close
look at natural resource wealth and political regimes to explain variations in outcomes
across resource-rich countries. His findings suggest that the challenge is not to conduct
more empirical testing of theories that predict negative outcomes, but to develop theory
that can show when and how resource rents can support democracy by way of easing the
distributive battles between elites and the citizens more generally.
35

Di John (2002) makes this argument more generally. Another study on Sierra Leone questions the
relevance of global ‘good governance’ initiatives, including the EITI and the Kimberley Process
Certification Scheme (KPCS) to address the real challenges this post-conflict country is facing (Roy
Maconachie 2008).
36
For a more comprehensive case study of Venezuela, see DiJohn (2009).
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In summary, critical observers caution that, although macroeconomic performances have
been improving since the global upturn of commodity prices started in the early 2000s,
there is still much left to be done to ensure that the economic growth that this has
generated is sustainable and delivers positive vertical and horizontal distributive impacts.
The next sub-section reviews the theories and hypotheses that the two main schools of
thought have proposed to explain the outcomes observed.
2.2.2

Explaining outcomes

This sub-section reviews three strands of literature explaining why producer countries
have experienced poor outcomes on the back of exploiting their extractive resources: the
first strand focuses on producer countries’ dependence on extractive resources; the
second strand associates poor outcomes with the interests and incentives of politicians
and bureaucrats; the third strand looks at the structural characteristics of producer
countries.
2.2.2.1 Resource dependence
The early political economy literature suggested that resource dependence provides a
sufficient explanation for poor outcomes. Those interested in economic performance
build on economic growth theories to test whether resource dependence could explain
variances in countries’ economic performance. Having instrumented resource dependence
as an explanatory variable, researchers could also combine this proxy with other
explanatory variables to empirically test their theoretical propositions about possible
interaction effects.
Proponents have deployed two main measures for ‘resource dependence’. Resource
export dependence has been the most widely used indicator. It captures the value of a
country’s extractive resources exports as a percentage of the total value of its exports. On
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the basis of UNCTAD’s trade statistics countries have been deemed to be ‘resource-rich’
if this indicator exceeds a certain threshold. The IMF suggested a threshold of 25 per cent
as the cut-off point above which countries are deemed ‘resource-rich’ (IMF 2007a).37
There are several downsides to this indicator. First, there is no single data set that
captures and compares the many different types of extractive resources that are explored
and exploited in each country across the world. This is partly due to the absence of a
simple way of valuing deposits and production that takes into account the varying cost
structures involved in producing the resources.
Second, international trade statistics only capture those resources that are officially
exported and valued at the point of exportation. Hence, the data does not fully capture
those countries that use their extractive resources to manufacture other traded goods. The
latter include large middle-income countries that are major producer countries but only
export a share of their production. Example countries include Brazil and China. The
consequence is that the data is already biased towards those countries that use extractive
resources exports to finance imports. These are the countries that are more likely to be
facing the macroeconomic issues discussed in section 2.1. More fundamentally,
Brunnschweiler and Bulte (2008a, 2008b) have shown that the statistical ‘resource curse’
disappears, when, instead of a proxy measuring resource dependence, they apply another
one measuring resource abundance.
Third, data omissions and other challenges with classifications can also be a problem, due
to the uses to which the outputs of extractive resources are put. For example, gold is
sometimes not counted, because it also serves as an international currency reserve.
Omissions may also occur from the way minerals are classified. Recently, Davis and
Vásquez Cordano (2013) have taken stock of the empirical literature on the international
37

See also UNCTAD (2007).
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trade in mining products. They highlight several challenges with the existing data
capturing the value of and value added to mining products. Interestingly, they also found
that the less open mining countries have experienced faster growth those that have more
liberally opened up to the global economy.
The second indicator is resource revenue dependence, measured as the percentage of
resource revenues that makes up total government revenue. The 25 per cent mark has also
been suggested as the cut-off point for dependence (IMF 2007a). It has been more
difficult to consistently compile comparative country data on this particular dimension of
public finances, and researchers have had to rely on data sets put together manually by
IMF staff.
With the global upturn in commodity prices, more countries have passed these cut-off
points. Between 1996 and 2010, the number of countries passing the 25 per cent mark on
resource export dependence has risen from 46 to 61 countries (Haglund 2011). In
addition to the global commodity price rises, production increases resulting from the
investments in large-scale extractive projects developed since the 1980s have also
contributed to this picture.
Some researchers have used the resource dependence indicators to inform case selections.
For example, Botswana is one of the most mining dependent countries, both in terms of
exports and government revenue. However, the country has outperformed its peers. This
has prompted several country case studies looking at how it has managed the
macroeconomic and the political economic challenges associated with the extractive
resources sectors (Sarraf and Jiwanji 2001, Acemoglu et al 2003, Lange and Wright
2004, Iimi 2006, Evans 2007, Clausen 2008, Pegg 2012). Chile is another of these
countries for which several case studies exist (ICMM 2007a, Guajardo Beltrán 2012).
Orihuela (2012) has built on the comparable economic significance of the mining sectors
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in Chile and Peru to explore differences in the political economy of macroeconomic
management and associated institutional changes across these two countries.
Observing poor economic, political and social outcomes in association with dominant
extractive resources sectors has prompted a search for remedies. This has required more
refined explanations connecting dependence on these sectors to observed outcomes.
Merely pointing to the opportunities associated with investing in the extractive resources
sector, and recognising that there are some macroeconomic and project level challenges,
has not provided a sufficient basis for addressing the wider ‘resource curse’ fears of
critical observers and advocacy groups.
Those interested in the political economy of extractive resources have drawn on several
concepts to fill the gaps left between those pointing to the macroeconomics opportunities
and challenges and those focusing more narrowly on assessing and managing project
level impacts. Their explanations of why producer countries experience negative
economic, political and social outcomes can be grouped into two main schools of
thought. At one end of the spectrum are proponents who have focused on rent seeking.
Subscribing to methodological individualism, they emphasise the personal interests and
incentives of politicians, bureaucrats and other individuals in powerful positions.
Proponents at the other end of the spectrum focus on structural and institutional
characteristics rather than individuals. They emphasise rentier states and/or societies.
2.2.2.2 Rent seeking
This school of thought has emphasised the interests and incentives of politicians and
bureaucrats and why their rational decisions might lead to negative aggregate outcomes.
These explanations propose that those holding power will seek the rents associated with
resources extraction for personal gain. If possible, they will engage in corrupt political
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and business practices and they will rob their countries of the development opportunities
that these sectors could potentially provide (as discussed in section 2.1). By extension, it
is also assumed that in order to safeguard their business interests private multinational
and national companies are willing to connive with these individuals.
Proponents have drawn inspiration from public choice theory, applying the
microeconomic assumptions of rational individuals to posit that politicians and
bureaucrats are guided by their self-interests to exploit their countries’ extractive
resources for personal gain, which ultimately results in ‘state failure’. In its more extreme
interpretation, this explanation comes close to suggesting that poor results should not
come as a surprise, nor should they be viewed as a policy failure resulting from myopia.
Proponents have typically built formal models to derive hypotheses about the macro-level
impacts of such behaviour, which they have then tested against comparative data sets
applying multiple regression analyses. Among the numerous works of this kind are
Robinson et al (2006) applying a probabilistic voting model to show why politicians tend
to over-extract, Bhattacharyya and Hodler (2010) applying a game-theoretic model to
show that resource rents increase corruption if the quality of democratic institutions is
relatively poor, Collier and Hoeffler (2004) testing whether ‘greed’ or ‘grievance’ causes
civil wars and conflicts, and the latter’s work on the impact of democracy on economic
performance (Collier and Hoeffler 2006).
2.2.2.3 Rentier states and societies
The second school of thought has subjugated the decisions of politicians, bureaucrats and
other agents to structural characteristics of producer countries. They describe these as
rentier states and/or rentier societies. Structural analysts have also looked at social
relationships to identify the relative power of different social constituencies. For example,
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Terry Karl’s analysis of Venezuela emphasised the battle over the distribution of rents to
identify how this has negatively impacted the relationships between political elites,
business interests, state institutions and society at large (Karl 1999).
Another line of argument has been that the revenues generated from the extractive
resources sectors allow rentier states to diffuse pressure to democratise. States that can
rely on resource rents can keep domestic taxes low, while they can also afford to
unproductively redistribute spending to satisfy political constituencies. If challenged, they
can still afford to pay security forces to control political opponents. These characteristics
mean the demand for, and the supply of, channels for political representation are weak,
resulting in political-administrative systems that are not accountable to citizens (Moore
2004; Ross 2001). By extension, rentier states are likely to feature ‘bad’ political regimes
that undermine social transformation (Ross 2001, Jenson and Wantchekon 2004, Rosser
2006a).
Structural analysts stress path-dependencies and historical trajectories, as opposed to the
time-insensitive arguments put forth by proponents of rent seeking. For example,
Acemoglu et al (2001) have pointed to the different strategies that colonial European
countries adopted in their overseas territories and identify the lasting impact that these
have had on contemporary institutional settings and how these underpin outcomes.
Wherever Europeans settled in great numbers, colonial administrations set up institutions
that encouraged productive investments. Where few settlers laid down their roots, they
designed institutions that served the purpose of extracting and transferring rents to the
mother country. Acemoglu et al see settlement structures linked to the risk of settler
mortality, which in turn was affected by the risk of tropical diseases. They conclude that
countries such as Australia or Canada have done better, because a lower risk of diseases
has supported the evolution of institutions that have encouraged productive investments.
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In contrast, countries in the tropics have generally done worse because the institutional
arrangements that were put in place in the past have only ever supported the international
transfer of rents.
Another structural explanation is that of Auty (2001a, 2001b), and applied by Woolcock
et al (2001), who have argued that the physical characteristics of two types of resources
affect the social foundations of producer countries and therefore the socio-political
institutions that shape their economies. Point source resources are characterised as those
where exploitation is capital intensive and ownership is concentrated, typically including
large and medium scale oil, gas and mining projects. However, they could also include
large-scale plantations and agro-industrial enterprises producing bulk commodities such
as palm oil, soya beans, sugar cane, corn or industrial wood. In turn, diffuse natural
resources are those that require little to moderate capital inputs, where economic
opportunities are more widely disbursed, capital requirements are less intensive, and
ownership is less concentrated. They typically include medium and small sized farming,
but could also include small and artisanal mining.38 The conjecture is that countries with
diffuse natural resources are less likely to feature negative economic, political and social
outcomes.
Both, the rent seeking and the rentier states school of thought have found common
ground in identifying ‘institutions’ as the factor can potentially turn bad outcomes into
good ones. The next sub-section explains how their proponents got to this point.
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Not only are the lines between point source and diffuse natural resources and between non-renewable
and renewable resources not clear-cut, but they also vary across countries depending on who holds the
primary property rights over such resources. For example, in the United States shale gas resources located
beneath the lands of private land owners could be considered a diffuse resource, whereas similar deposits
in a country where sub-surface rights are held by the state may be considered a point source resource.
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2.2.2.4 Explaining variance in outcomes
Both schools of thought have faced the challenge of having a bleak policy outlook. Those
emphasizing rent seeking could not point to solutions, because they cannot appeal to
politicians and bureaucrats to change their presumed rational behaviour capturing
resource rents for private gain. Meanwhile, those pointing to hard-wired structural
conditions have come close to proposing that countries with the wrong path dependencies
should perhaps leave their extractive resources in the ground. However, the proponents of
structural explanations have had one advantage over those promoting the rent-seeking
argument: by pointing to historical trajectories they could explain variance in outcomes
across similar resource-dependent countries. This suggested, at least, that negative
outcomes are not inevitable.
Case studies have held up to challenged overtly negative ‘resource curse’ predictions. For
example, Acemoglu et al (2003) have attributed Botswana’s relative success as a highly
mining dependent country to the survival of its favourable pre-colonial institutions. The
story goes that contrary to other countries in the southern hemisphere, Botswana
remained relatively neglected during the colonial era. This enabled the country to retain
its own political institutions that had traditionally granted local political leaders access to
the political decision-making process. These leaders have always been accountable to
local communities but have also supported the post-independence political elite to
legitimise the protection of private property. Thus, traditional political institutions
provided safeguards against the potential abuse of power by the political elite to shape
property rights in a way that would have benefited only them. The social contract
between rural elites and urban public officials has held the latter to account for the
wellbeing of the majority of citizens.
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Other countries with positive trajectories include Norway, Chile, the United States,
Canada and other OECD countries, where the exploitation of extractive resources is
thought to have contributed to the development of diversified industrial economies.
Observers familiar with the historical trajectories of these producer countries have been
vocal in pointing out that there are ways out of the ‘resource curse’ (Findlay and Lundahl
2001, Davis and Tilton 2005, Crowson 2007, Wright and Czelusta 2007, Davis 2009).
These cases have exposed the inability of rent-seeking explanations to explain these
interesting ‘outlier’ cases. This prompted a search for better explanations that could
account for the observed variance in outcomes across producer countries. Another
motivating factor has been that, if poor outcomes really had to be thought of as inevitable,
there would be little scope for policy advisors to look forward and promote or support
actions aimed at preventing negative outcomes. The next sub-section takes a closer look
at the proposition that ‘institutions’ can turn bad outcomes into good ones.
2.2.3

Institutions and positive outcomes

This sub-section explains the background to the proposition that ‘institutions’ can turn
bad outcomes into good ones. It also sets out how this proposition links to the four uses
of the governance concept introduced in chapter 1 of this doctoral thesis.
The forward-looking question, how can producer countries ensure positive outcomes, has
prompted proponents to draw on the broader social science debate on the role of
institutions in economic development. This debate had been brought into the
development discourse from the mid-1990s onward (Williamson 2000a, Opper 2008,
Mkandawire 2012). Across the social sciences, a more general turn towards institutional
analyses evolved from critical enquiries about the fundamentals underpinning modern
market economies. Several sub-disciplines rediscovered institutional analyses from
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around the 1980s, building on the foundations that proponents, including Max Weber,
Emil Durkheim, Talcott Parsons and Ronald Coase, had laid in the first half of the 20th
century (Eggertsson 1990, 2005, Knight 1992, Williamson 2000b, 2008, Ricketts 2014).
Economic historians39, political scientists40, and economic sociologists41 developed and
rediscovered institutional analyses to explain differences in the economic, political and
social trajectories of countries.42 This included reconsidering the role of these state and its
public authorities in supporting modern market economies.43 Economists added further
contributions, based on their work on the theory of the firm, on industrial organisation,
and on the problem of collective action.44 These different strands resulted in the
development of several new theoretical propositions highlighting the institutional
foundations of markets and economic systems. Not least, these propositions have
corroborated the notion of ‘positive externalities’ that endogenous growth theories have
emphasised since the mid-1980s. The caveat is, however, that the quest to better
understand institutions resulted in “a boiling cauldron of ideas” (Williamson 2000b, p.
610), where many of these have been competing with each other, across and within a
wide array of progressive institutional research programmes (Williamson 2008).
Institutional analyses turned into a debate about ‘governance’, when development
practitioners tried applying the insights gained from this literature to shape policy reforms
and to analyse past policy reform failures (Ahrens 2002, Mkandawire 2012, Andrews
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Examples include North et al (1966), North and Thomas (1973), North (1990, 2006), North et al
(2006), Greif (2006), Mahoney and Rueschemeyer (2003).
40
Reviewed by Koelble (1995), Hall and Taylor (1996), Immergut (1997), Thelen (1999).
41
For a compendium on this literature see Granovetter and Swedberg (2011).
42
The OECD country specific literature includes Williamson (1985), Steinmo, Thelen and Longstreth
(1992), Hall and Soskice (2001), Eichengreen (2007). For an empirically derived theory on institutional
diversity, though not necessarily country focused, see Ostrom (2005).
43
For example Evans, Rueschemeyer and Skocpol (1985).
44
For a compendium on this literature see Brousseau and Glachant (2008); see also Coase (1960), Hardin
(1968) and further literature referenced in Chapter 4 of this thesis.
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2013). In the view of those who conduct institutional analyses, rules are ‘institutions’.45
Figure 4 illustrates how this application happened. The figure reproduces the four
quadrants introduced by Figure 1 of Chapter 1, setting out for each of these the key
questions that the different uses of the governance concept have posed in relation to
institutional analyses.
For Quadrant1 the question is how do institutions affect outcomes? Quadrant 2 asks how
multiple actors influence processes to create new or change existing institutions?
Quadrant 3 enquires how do processes influence the enforcement of public policies? This
question suggests that stipulating rules is not the same as enforcing these. For example, a
policy underpinned by the development of new legislation is not enforced simply because
the new legislation exists. And finally, Quadrant 4 asks how it is possible to intervene to
achieve desired outcomes? The question here is whether institutions can be used as a tool
to intervene in order to achieve better economic, political and social outcomes.

45

The most often quoted definition of institutions is based on Douglass C. North (1990), describing
institutions as humanly devised constraints that structure political, economic and social interactions and
where these constraints include both formal rules, such as for example laws, a well as informal rules, such
as for example social norms and customs.
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Figure 4: Key questions raised by the four uses of the Governance Concept

Source: author’s figure, adapted from Hyden, Goran et al. (2004)
For those keen to support the achievement of positive economic, political and social
outcomes it has been appealing to draw on the insights of cross-country comparative
analyses that sit in Quadrant 1 for identifying results-oriented actions in Quadrant 4.
Their objective has been to intervene in ways that would ensure better outcome are
achieved. This endeavour has suggested that there is short cut route from Quadrant 1 to
Quadrant 4, whereby the rules associated with good outcomes in one country can be
deployed as an intervention to achieve the same outcomes elsewhere. This logic has
assumed that institutions can be looked at as a matter of technical design and can be
applied generically across different country contexts.
2.2.3.1 Rational choice institutionalism
Those in favour of the rent-seeking argument did not have to look far to suggest how to
move down from Quadrant 1 to Quadrant 4. The rational choice version of New
Institutional Economics had already put forth the basic proposition that ‘institutions’
could intercept negative relationships between rational individual actions and aggregate
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outcomes. The foundation of this school of thought lies with collective action and
transaction cost analyses pointing to inefficient aggregate outcomes and the role that
institutions play in coordinating the actions of individuals. The theoretical literature
pointed to the role institutions play in preventing market failure, but also state failure.
Much quoted is North’s definition of institutions as “the humanly devised constraints that
shape human interaction” (North 1990, p.182). Advances in game theory and several
works on how to solve collective action problems (Olson 1965, Hardin 1968) have also
brought it to economists’ attention that institutions play a critical role in averting negative
aggregate outcomes.
Applying a much reduced version of the more complex thinking underpinning the
theoretical work, proponents of the rent-seeking argument have hypothesised that better
outcomes can be expected, if countries have institutions in place that can constrain the
interests of politicians and bureaucrats: these agents are then no longer able to use public
resource rents for private gain. To test this hypothesis, they identified proxies measuring
‘institutional quality’ in order to instrument these variables in multiple regression
analyses. Table 1 summarises several of the proxies that have been deployed to measure
interaction effects between institutional quality and resources.
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Table 1: Proxies measuring institutional quality
•

Political Risk Services: institutional quality index - averages rule of law, bureaucratic quality,
government corruption, investment expropriation risk and contract repudiation risk.

•

ICRG score – combining 17 risk components with associated probabilities, many capturing risks to
foreign investors.

•

The Polity IV database: polity - measures the level of democracy or autocracy in a country; and
democracy - measures the extent to which electoral competition prevails.

•

Database on Political Institutions (DPI): fragmentation of the political field.

•

Freedom House: civil liberties and political rights.

•

Transparency International: corruption perception index.

•

Keefer and Stasavager (2002): checks and balances.

•

World Bank: Six governance indicators - specifically, rule of law and government effectiveness.

•

World Bank: Doing Business Indicator - includes ten indices that evaluate institutional and political
bottlenecks in starting and conducting business activities.

•

La Porta et al. (1999): using proxies for settler mortality, expropriation risk, corruption index, fraction
of population speaking English, British legal origin.

Source: author’s literature review.

More or less plausible narratives have served to close the gaps between the positive
statistical relationships identified and the policy conclusions drawn. For example,
Mehlum et al (2006a, 2006b) interpret an institutional quality index composed of an unweighted average of five indexes from Political Risk Services to reflect whether countries
had ‘producer-friendly’ or ‘grabber-friendly’ institutions. Producer-friendly institutions
are defined as “where rent-seeking and production are complementary activities”,
whereas grabber-friendly institutions are defined as “where rent-seeking and production
are competing activities” (2006a, p. 3). How the chosen indices relate to these definitions
remains unclear. Collier and Goederis (2007) interpret that “the resource curse does not
occur in countries with very good institutions”. They measure ‘good’ versus ‘bad’
governance on the basis of applying a subjectively chosen threshold to the country
rankings of the International Country Risk Guide (ICRG). Again, why the 17 risk
components that make up the ICRG and cater towards the concerns of foreign investors
should reflect ‘good institutions’ remains unclear.
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Table 1 shows the wide range of proxies that have been used to underpin the general
finding that ‘good institutions’ can intercept presumed rent seeking behaviour. In many
instances, proponents refer to ‘good institutions’ and ‘good governance’ as if they were
interchangeable terms. This conceptual laziness has prompted some criticism. Proxies
often do not fully capture the attributes that proponents associate with them (Arndt and
Oman 2006) and they often also come with health warnings, for example that they should
not be used to compare country scores over time. However, these warnings have
frequently been ignored (Andrews 2013). Van de Walle (2005) observed that governance
indicators have allowed researchers (and/or the readers of their work) to impose their
own, potentially biased views on what good institutions are. A fundamental conceptual
criticism is that governance indicators are primarily focused on political institutions and
the ‘checks and balances’ they entail, but they ignore how the executive and state
bureaucracies work (Fukuyama 2013). Thus, too little attention has been paid to states
and state structures, and how they accumulate and use power.
In summary, looked at critically, these types of studies have provided little guidance on
how producer countries and their international development partners might practically go
about improving their institutions. Nevertheless, they have widely endorsed the
conclusion that producer countries need to improve their institutions, mainly because
producer countries with good institutions have statistically been shown to perform better.
Advocacy groups and development agencies have understood this to mean that there is a
case for sector reforms, targeted at increasing transparency around resources revenues
and, underpinning these, sector contracts and agreements. They have also supported the
introduction of sector specific fiscal institutions and revenue sharing mechanisms, and
have also seen the revision of sector legislation and regulation as a means to achieve
better institutions. Ultimately, however, it remains very unclear how these sector-focused
interventions will overall improve a country’s ability to use its extractive resources to
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support broad-based and sustainable development.
2.2.3.2 Structural institutional analyses
Those supporting the rentier state and rentier society arguments could also quite easily
reinforce the importance of institutions. Not least, for their early case study work they
had already built on the insights of historical and sociological institutional analyses. For
example, Karl’s study of Venezuela (1997) had been explicitly framed at the cross road
of the long-standing divide between agency-centred and overtly deterministic structural
analyses. Other examples have included Firmin-Sellers (1995, 1996), Haber et al (2003),
Clay and Wright (2003) and also the Botswana country case study summarised above
(Acemoglu et al 2003).
Structural analysts have identified at least four sources of institutional variance and
associated these with the characteristics of the extractive resources sectors and related
path dependencies and historical legacies. The work of those pointing to the
characteristics of resources production processes has already been summarised above and
need not be further elaborated here. This is the argument about point source versus
diffuse natural resources and their impact on the social foundations of producer countries
(Woolcock et al 2001, Isham et al 2005). These studies have drawn a link between social
relationships and how socio-political institutions are shaped.
Moreover, the work on colonial settlement structures and associated institutional legacies
has also already been mentioned above. This work observed that European colonial
powers built different colonial-administrative institutions in the occupied territories
(Acemoglu et al 2001). These have differed depending on whether the absence or
presence of tropical diseases encouraged more or fewer settlers to stay. Where European
settlers stayed, they built institutions that encouraged investment more generally. For
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example, these included the types of land and mineral rights that settlers already knew
from their mother countries.46 Where settlers did not stay, the institutional arrangements
that they developed merely served the purpose of extracting and transferring natural
resources to the mother country.
A third strand has focused on social cohesion and social conflicts, proposing that
particular socio-political and/or socio-economic constellations may underpin good versus
bad institutions (Bulte et al 2004). The argument goes that where narrow elites capture
resource rents, they collectively support the maintenance of institutional arrangements
that protect their interests, which then reflects the way public policies are shaped. For
example, Perälä (2003) and Hodler (2004) confirmed interaction effects between resource
dependence and, respectively, social cohesion and ethnic fractionalisation. This work
overlaps with that which has focused on point source resources characteristics, but the
extended hypothesis is that these types of resources in combination with low social
cohesion pose a greater structural risk for public policies to be captured by narrow elites.
Easterly et al (2006) explore further whether social cohesion can explain variance in
institutional quality. Their argument is that socially cohesive societies generate greater
confidence and trust between governments and citizens. These are necessary to overcome
the short-term losses versus medium-term gains that inevitably come with the reforms
and changes in policies that are necessary to move a country up the ladder of growthenhancing institutional arrangements. While these proponents recognise that the origins
of social cohesion are complex, and that lack of social cohesion may be tied to a
country’s historical legacy, they are also confident that it should be possible to
purposefully build institutional arrangements in a way that supports more cohesive
societies and unifies fractionalised peoples. However, they point to a critical role for the
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See chapters 6 and 7 for a more detailed discussion of these historical trajectories and legacies.
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state and public policies to break down existing social barriers in order to give more
equitable access to economic and social opportunities.
This proposition points towards a fourth strand of the structural institutional literature,
which emphasises more explicitly the type of state that producer countries exhibit. One
argument is that producer countries are more likely to be ‘predatory states’ rather than
‘developmental states’ (Auty and Gelb 2001). At the heart of this argument lies, again,
the relationship between ruling elites, the state and society at large where structural
factors are thought to condition whether a country ends up with one or the other form of
state. Conditioning factors include, for example, the types of resources found and the size
of a country, its population density etc. In a next step, these stylised state models have
been further associated with two stylised political-economic models that attempt to
explain why producer countries struggle to achieve more diversified economies. These
models are discussed further in section 2.3.
In summary, in contrast to rational choice institutionalism, the proponents of structural
institutional analyses have been less ambitious in drawing conclusions to inform forwardlooking policy interventions to deliver positive results. Their explanations for variance in
outcomes across producer countries have tended to look back and reflect. Whether
tropical diseases prevail, what types of resources a country is endowed with, the number
of socially distinguishable ethnicities that live in a particular territory, or the historical
fate and/or colonial history a country has experienced, are not variables that advocacy
groups or international development practitioners can easily influence. Thus, the
explanations for both poor and relatively good outcomes put forth by the proponents of
structural institutional analyses have not readily supported the position that sector reforms
provide a panacea to address ‘bad’ institutions and/or ‘bad’ governance.
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2.2.4

Policy conclusions

This section has summarised the debate on the political economy of extractive resources,
which moved on from the work summarised in section 2.1 to gain a better understanding
why many producer countries have experienced negative economic, political and social
outcomes. There are three observations.
First, most of this literature has focused on resource dependence. This has introduced an
inherent bias towards countries that are exporters of extractive resources and against
countries that consume at least part of their production of extractive resources to produce
other goods and/or services. This suggests that when countries and their extractive
resources sectors are compared, greater attention ought to be paid to the details of a
country’s idiosyncratic conditions.
Second, there are mixed results for all three types of outcomes. Although the popular
debate has often portrayed ‘resource curse’ as if it were an undisputable fact, several
country case and comparative studies have suggested a more differentiated picture. There
is also a mixed picture as to how different explanatory and dependent variables interrelate
and overlap. This points to complex relationships between structural conditions,
purposefully designed institutional arrangements, and agency-driven policy interventions.
Testing the empirical validity of overtly simplistic and generic explanations may be
convenient and legitimate for the production of academic publications, but it would seem
a poor basis for the formulation of pragmatic policies aimed at achieving positive public
objectives.
Third, in trying to explain poor outcomes, one of the two main schools of thought has
stressed rent seeking as the rational behaviour of individuals that leads to poor aggregate
outcomes. The other school has emphasised rentier states and/or societies where
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particular structural conditions have been identified to underlie poor, but sometimes also
good outcomes. Both schools have found a middle ground in pointing towards ‘good
institutions’ as the variable that can explain variance in outcomes across producer
countries. Many proponents and consumers of research outputs have rather uncritically
equated institutions with ‘good governance’.
Structural analysts have generally been satisfied with pointing to differences in
institutions to explain variance in outcomes. As they are more cognisant of countryspecific idiosyncratic conditions, they have generally taken a more cautious, if not also a
more pessimistic, stance towards suggesting that institutional arrangements can be
changed relatively easily. They deploy institutional analyses to explain the status quo,
and only from there may embark on conjecturing the leverage of particular actors to
influence institutional change going forward. In turn, proponents of rent seeking
explanations have been more forthright in suggesting that good governance could be both
a prophylaxis and a cure. They have invariably assumed that positive institutional change
is possible and can be proactively encouraged, although they view the assumed incentives
of politicians and bureaucrats as problematic. In other words, proponents of rent seeking
explanations have not hesitated to take the short cut route from Quadrant 1 to Quadrant 4
to proactively encourage institutional reforms. In turn, proponents of structural
institutional explanations have been implied that the longer route to Quadrant 4, via
Quadrant 2 and Quadrant 3, may be the more sustainable path.
In essence, it is the proponents of rent seeking explanations who have corroborated the
influential high-level hypothesis that international initiatives targeted at improving
transparency in the extractive resources sectors will result in better sector governance and
ultimately better economic, political and social outcomes. Transparency has been
associated with the expectation that this will improve accountability and ultimately lead
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to positive institutional change. The suggestion is that better checks on politicians,
bureaucrats and resource developers will support better outcomes.
A landmark event supporting this policy conclusion was the World Bank’s independent
Extractive Industry Review (EIR), prompted by pressure from advocacy groups and
completed in 2004. Against the background of ‘resource curse’ fears, it recommended
that the World Bank should no longer invest in extractive industry projects unless
producer countries could prove that they had ‘good governance’ in place. The
management response by the Board of the World Bank moderated the EIR’s
recommendation. It argued that, because the organisation could contribute to improving
sector governance and also influence industry standards, its continued involvement would
still be positive even where producer countries’ good governance was lagging at the
onset. It was, not least, this response that has prompted the need to identify in more
concrete terms what the international development community could do to improve the
governance of the extractive resources sectors. It implied that international initiatives and
development organisations could contribute to the ‘good governance’ of the extractive
resources sectors by means of setting ‘conditionalities’ that producer countries, by way of
financial coercion or normative suasion, would be expected to meet.
Several international initiatives and donor activities have since been established with the
mission to help, or pressure, producer countries to improve sector governance. A few
examples include: the Extractive Industry Transparency Initiative (EITI); the Revenue
Watch Institute (RWI); and the Natural Resources Charter (NRC). But several others also
exist. Funding for these initiatives has come from private and also from public sources,
including bilateral and international development aid. Not everyone has agreed that these
initiatives are sufficient to bring about positive outcomes. At the same time, the
additional enabling conditions have also not yet been made very clear. Nor are there
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many calls for actions beyond improving transparency.
A second policy conclusion has been to further support technical reforms aimed at
improving particular aspects of the extractive resources sectors. In the absence of better
ideas, the more successful producer countries, for example Norway, Botswana, and Chile,
have often served as the reference benchmark. However, although they provide
convenient reference points, not everybody has bought into the straightforwardness of
such ‘best practice’ examples (Dietsche 2007, Kolstad and Wiig 2009, Kolstad et al 2009,
Thurber et al 2010).
Together, both sets of policy conclusions make for the striking observation that they have
honed in almost exclusively on the governance of the sector. It is only more recently that
this overtly narrow perspective has been improved with the introduction of the notion that
the benefits of extractive industry projects develop along a ‘value chain’. Still, relatively
little attention has been paid towards how sector-focused interventions achieving specific
sector-targeted objectives may or may not improve the wider institutional arrangements
within which cross-sector public policies are formulated, implemented and to a greater or
lesser extent funded with revenues generated by the extractive resources sectors. The
debate summarised in the next section touches on this question.
2.3

Debate No 3 - Linking the resources sectors with other economic sectors

Following Debate No 1 on investing in the extractive resources sectors and Debate No 2
on the political economy of extractive resources, this section discusses Debate No 3 on
building linkages between the resources sectors and other economic sectors. This debate
expects that building such linkages will support economic diversification and provide
broader access to economic opportunities, not least because capita-intensive extractives
projects generate relatively few direct employment opportunities.
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Debate No 3 brings together two challenges that were also recognised by Debate No 1
and Debate No 2. First, this debate shares with the macroeconomic debate the concern
that positive outcomes hinge on whether investments in the extractive resources sectors
contribute to improving the host country’s overall productive capacities. Second, it also
shares the concerns raised by the proponents of structural institutional analyses that
idiosyncratic country conditions and institutional path dependencies matter for how
countries move from an existing institutional status quo towards new arrangements.
This section covers this debate in three parts. Sub-section 2.3.1 outlines the recently
revived discussion on linkage theory. Sub-section 2.3.2 puts this discussion in the context
of proponents reconsidering industrial policy as a suitable means to support economic
diversification. Sub-section 2.3.3 contrasts these two sub-discussions with the more
narrow focus on increasing local content and employment. This focus tends to dominate
the relationship between resource developers and producer country governments.
2.3.1

Linkage theory

As part of Debate No 1, section 2.1 mentioned a fourth macroeconomic challenge that
warrants further attention: this is the challenge of diversifying an economy away from
specialising on an export-driven extractive resources sector by building linkages between
this and other economic sectors.
Structural economists started to focus on this challenge in the first part of the 20th
century, because they feared that primary commodity exporters would ultimately suffer
from declining terms of trade. They saw that although such countries might initially be
exploiting their comparative advantage, over time such specialisation would hold back
their further economic and social development. Observers were especially concerned
about the enclave characteristics of capital-intensive extractive projects. They developed
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linkage theory to explain under what conditions these characteristics are likely to prevail,
and when and how they could potentially be overcome.
2.3.1.1 Origins
The origins of linkage theory are credited to economic historians looking at Canada and
the United States to analyse how these countries’ initial commodity trade did, or did not,
support the development of other domestic and export-oriented industries (Auty 2001a,
Findlay and Lundahl 2001, Morris et al 2012). For example, Innes (1920) argued that
Canada’s fur trade supported the development of infrastructure, which further supported
the expansion of other export-oriented commodity trades, such as wood and minerals.47
North looked at the impact of cotton production in the Southern US states on other
economic activities expanding in the Northern states, because these states could deliver
products, for example meat and wheat, which the Southern states needed but did not
produce enough themselves (North et al. 1966). These in-depth case studies provided the
basis for the conceptual framework that Albert Hirschman developed in the 1970s, where
he set out three types of linkages: production, fiscal and demand linkages.
Hirschman (1977) distinguished between two types of production linkages. Backward
linkages involve the production and provision of goods and services required for the
production of the export resource. Secondly, forward linkages require the production of
resources as a stimulus or an input. For example, they include the processing of raw
materials into other manufactured goods, such as from iron ore to steel-based goods, or
from energy resources to energy-intensively manufactured goods. Fiscal linkages arise
from resource revenue funding public investments, for example in railways and other
transport infrastructure. Finally, demand linkages are sometimes also called consumption
linkages and they arise from the economic activities created by the local spending of
47
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income earned by those directly employed by the export-oriented resources sectors.
Demand linkages include so-called multiplier effects, whereby the demand created by
those spending their income earned in the resources sectors on locally produced goods
and services creates further positive demand effects by those who benefited from this first
round of spending.
Overall, Hirschman was pessimistic about the prospects of export-oriented producer
countries benefiting from these various linkages. He predicted that fiscal linkages would
be limited, because raising taxes on the basis of the resources sectors would not
automatically direct public expenditure towards implementing policies and conditions
that would support further productive activities. Demand linkages would also be limited,
because the needs of those directly employed by the resources sectors could potentially
be met with imports from abroad. Finally, Hirschman thought that production linkages
held the most promising potential to support economic diversification. In particular, he
looked favourably at backward linkages, because he thought that these would be least
‘technologically strange’. In other words, supply industries were thought to apply
technologies that would be most closely related to the modes of production applied by the
resources sectors themselves.
2.3.1.2 Applications
There are two ways in which linkage theory has been applied. Baldwin’s closer look at
the Southern United States demonstrates one of these (Baldwin 1956). Stressing the
capital-intensive technology used in cotton production, he described the typical
characteristics of economic enclaves that provide limited stimulus for other market-based
economic activities to develop. He found that few inter-sector linkages were built within
the regions where such technology was used. Demand linkages were undermined,
because the abundant supply of cheap labour and a severely skewed distribution of
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income provided no stimulus for the production of locally marketed goods and services.
This labour either worked for cash income, barely sufficient to survive, or alternatively,
survived on subsistence farming. Fiscal linkages were limited, because little tax was paid
and that which was paid was not deployed to provide broad-based public goods and
services. Backward and forward linkages were also constrained, because capital-intensive
production inputs were imported and the resources produced were exported. Using the
terminology of structural economics, this economy was one based on exploiting point
source resources for an elite group of beneficiaries.
The second type of application has combined exogenously given technologies of
production with domestic socio-political factors to explain variance in outcomes across
producer countries that apply similar production technologies.48 Auty suggested this
approach in his book Resource Abundance and Economic Development (2001), where he
introduced the notion of ‘social capital’ as this moderating factor. In an attempt to unpick
this variable, Auty and Gelb (2001) developed the two juxtaposing political-economic
models briefly mentioned in sub-section 2.2 as one of several strands of structural
institutional explanations for variance in outcomes. They honed in on the role that
different types of states would play in supporting inter-sector linkages. Their positive
competitive industrialisation model is supported by a ‘development state’49 that
complements a virtuous economic cycle with a cumulatively virtuous social cycle. In
turn, the staple trap model is associated with an initially skewed distribution of assets and
income that locks economies into a trap that hinders economic diversification, reduces
competitiveness, and holds back social development.
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This extension of linkage theory draws inspiration from Arthur Lewis’ analysis of the social foundation
of plantation economies, where he argued that it is not only the technology of production but also the
structure of society that constrains economic and social development.
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Chapter 5 will come back to the role of the ‘developmental state’ in relation to institutions and
institutional change.
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The staple trap model is shown in Figure 5. It suggests that producer countries are
somehow more likely to start off with a fractional or predatory state, as opposed to a
developmental state.
Figure 5: The Staple Trap Model

Source: Auty and Gelb (2001).
With hindsight it is obvious that this application provided but a start to using linkage
theory to understand the dynamics between production technologies and the development
of social capital as a high-level descriptor for ‘good institutions’. However, it is
nevertheless quite remarkable that the bulk of the literature on the governance of the
extractive resources sectors produced since the 1980s has paid little attention to the actual
and potential economic linkages between the export-oriented resources and other
economic sectors. Beyond Auty’s enhanced linkage theory, there has been little
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theoretical and empirical work advancing the Hirschman framework.
One could speculate about the reasons for this limited uptake of Auty’s work. One
plausible reason could be that, at the time, this work was still too closely associated with
the structural economic arguments of the 1960s and 1970s that supported the failed stateled development model. Another potential reason could have been that the deliberations
on the variable ‘social capital’ and the associated policy recommendations were, in
Auty’s own words, ‘rudimentary’.50 This variable did not lend itself to be deployed in the
same neat fashion as the proxies for institutional quality that proponents have
subsequently used to test interaction effects with proxies measuring resource dependence.
However, it is somewhat surprising that Auty’s did not prompt others to draw a link with
the wider social science debate on the role of institutions in development.
2.3.1.3 Recent developments
More recently, there has been a rediscovery of linkage theory. One example is UNECA’s
report on Minerals and Africa’s Development (2011) exploring how producer countries
could better integrate the extractive resources sectors with other economic sectors in
order to achieve broad-based economic and social development. This report expands on
Hirschman’s four production linkages by distinguishing between four types of such
linkages: upstream, downstream, side stream and lateral migration linkages. It argues
that this expansion is based on insights gained from cluster and supply chain analyses.
With reference to Hirschman’s original framework upstream match backward and
downstream match forward linkages. In turn, side stream linkages recognise that
extractive projects require several auxiliary business services, such as the provision of
utilities, logistical services, communication and financial services, and skills and
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technology developments. Furthermore, these services are transferable within and across
sectors. The argument is that because of their scale, extractive projects can potentially
create the critical mass of demand required to put the supply of such services on a basis
that can support further upstream and downstream linkages and, via side-stream linkages,
also serve other sectors more generally.
Lateral migration linkages capture the dynamic of producer countries moving up the
industrial ladder, but only once it becomes possible to embrace more technology and
knowledge-intensive production techniques, such as more sophisticated process control
and materials handling. Such linkages are expected to emerge in the more advanced
stages of industrial development, because they require investments in more advanced and
specialist technical skills and research and development.
Figure 6 presents UNECA’s visualisation of these four linkages. Notably, the first tiers of
backward and forward linkages, respectively, are considered direct linkages. Beyond that
level, and also with respect to the side-stream and lateral dimensions, linkages are
thought of as indirect and induced. UNECA framework has yet to be applied more widely
to particular country context to trace actual linkages built, and to identify the
opportunities that could be seized and the constraints that would need to be tackled to
build them.
The second example of rediscovered linkage theory is recent comparative research that
set out to investigate empirically how the current commodity boom might, or might not,
be supporting industrialisation and economic diversification in Sub-Saharan Africa
(UNIDO 2012, Morris et al 2012). This research has also drawn inspiration from supply
chain analyses to compare eight countries with either substantial mining, oil or forestry
sectors, to assess the breadth and depth of backward, forward and horizontal linkages.
The focus on backward and forward linkages is derived from Hirschman’s framework,
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while the expanded dimension of horizontal linkages refer to suppliers and users in the
supply chain that develop capabilities, which also feed into other industrial and service
chains. Thus, horizontal linkages are similar to UNECA’s side stream linkages.51 Like
UNECA, these researchers also put some hope into the development of these linkages, as
opposed to Hirschman’s bet on backward linkages.
Figure 6: UNECA’s perspective on linkages

Source: UNECA (2011), p. 103.
This comparative research starts with the observation that the conventional view is very
pessimistic about export-oriented resources sectors supporting inter-sector linkages. They
see a risk that this negative expectation misses to recognise the opportunities for producer
countries that the global commodity boom could hold. They stress that the industry has
51

The study further differentiates forward linkages whether commodities are processed, or whether they
are converted into an entirely different product, generally in an unrelated manufacturing activity. This is
referred to as beneficiation. For ease of simplicity, these details are ignored here.
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changed since the 1970s and that corporate strategies have moved away from taking
enclave production for granted.
Detailed country case studies were first compiled to document the empirical evidence for
each of the three linkages across the eight cases. These results were then compared and
contrasted to identify whether there are common factors explaining the greater depth and
greater breath of the linkages that some of these eight countries have achieved. The scale
of the demand and the technological strangeness of the production processes applied by
the resources sectors are identified as key factors that matter for the depth of the
production linkages achieved. Several contextual factors are also extrapolated. In the
view of these researchers, they exemplify Hirschman’s description of a dynamic process
of ‘one thing leading to another’. These factors include (i) the level of skills available, in
particular with respect to engineering and technical skills; (ii) ownership structures and
firm strategies; (iii) the nature and quality of the existing physical and administrative
infrastructure; and (iv) the overall efficacy of the policy environment, meaning the level
of coordination and collaboration that exists between the public and corporate sector.
The authors conclude that these factors reflect three levels of industrial policy. At the
macro-level, industrial policy provides supportive macroeconomic policies. These are a
necessary but not a sufficient condition for positive linkage building. At the meso-level,
the authors identify selective policies promoting key sectors and regions and helping
industrial clusters to emerge. These support inter-firm externalities and learning, and
correct potential market failures. At the micro-level, the authors recognise specific
measures addressing firm-level challenges, such as skills and knowledge deficits and the
adoption of new process technologies and business models. Finally, coordinated
collaboration actions between and within the corporate and the public sector run across
all three levels. These include clear visions and internal and external strategies, as well as
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appropriate forums where information can be shared and collaborative actions can
emerge.
In summary, the debate on linkage theory has moved from the initial focus on
technologies of production to Auty’s expansion of the Hirschman framework introducing
a social capital dimension to describe the structural challenges associated with point
source resources. More recent applications have challenged the more pessimistic
perspective of the past, suggesting that there might be new opportunities associated with
the global upturn in the demand and the prices for commodities. Recognising that the
industry and corporate strategies have changed, these applications have expanded the
Hirschman framework to suggest that horizontal/side stream linkages may provide yet
unrecognised opportunities for economic diversification. Finally, the more recent
applications are more cognisant of the social foundations and institutions supporting
linkage building. This last observation arises from the literature on industrial policy,
which is the focus of the next sub-section.
2.3.2

Industrial policy

Standard economic theory has suggested that countries should specialise in sectors where
they have a competitive advantage. Thus, if they are well endowed with natural resources
they should specialise in producing these. However, its critics contain that development is
not about specialisation (Rodrik 2007, Mkandawire 2012). Countries that have developed
have diversified over most of their development path. They have in fact become less
specialised and more diversified as they got richer (Imbs and Wacziarg 2003). It is only
at the higher income levels that countries again become more specialised and focus on
particular sectors. The question is, therefore, why some countries have found it easier
than others to diversify away from exporting primary products.
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2.3.2.1 Market failure versus the risk of state failure
Proponents of industry policy suggest that states can nudge the private sector when
market failures are deterring entrepreneurs to diversify. The conventional approach has
been for states to identify potential market failures and then to intervene to correct these.
This approach has been tried in the 1960s and 1970s, with limited success and the
consequence that industrial policy has generally been looked at unfavourably. Critics
have identified state failure as the risk that comes with correcting market failures: policy
interventions create rents that politicians, bureaucrats and industrialists seek to capture
without delivering the expected economic and social benefits. The affinity with the rentseeking school of thought summarised in section 2.2 is obvious. It had drawn its
inspiration from the earlier assessment of the failures of applied industrial policy.52
2.3.2.2 Comparative institutional advantages
With the advancement and the review of the achievements of institutional analyses,
industrial policy has received renewed and favourable attention. This is based on the
recognition that not only nature shapes comparative advantages, but so do institutions.
This proposition is supported by analyses that have traced the specific characteristics of
advanced industrialised countries to their particular institutional arrangements and how
these have evolved over time as an outcome of political-economic processes.
A seminal contribution is the literature on ‘Varieties of Capitalism’, which introduced the
concept of comparative institutional advantages to compare the varied economic
structures of similarly successful OECD countries.53 Several empirical studies on the
economic successes of several East Asian countries have put such advantages down to
strategic state interventions supporting private enterprises to pursue particular economic
52
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Hall and Soskice (2001), Ostrom (2005), Eichengreen (2007).
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activities.54. Furthermore, endogenous growth theories, stressing that technological
progress and labour productivity increases are driven by positive externalities created
within countries, also mirror the thinking that there is something about a country’s overall
coherence of policies and institutional arrangements that underpins its economic
performance.
2.3.2.3 Critical functions
Those with favourable views on industrial policy do not believe that there is a match
between successful industrial policy and normative views on what good institutions are.
Rodrik (2007) suggests that successful industrial policy delivers two critical functions.
The first is to elicit information from the private sector on significant negative
externalities that impede entrepreneurship. This is about discovering the true cost
structure of an economy in order to remove impediments to doing business. The second
function is to support collaboration between the private sector and the public sector for
the joint identification of challenges and opportunities. Collective action is often required
to address structural constraints that hold back economic transformations. For example, it
may require the simultaneous expansion of upstream and downstream activities to
incentivise large-scale investments with high fixed costs, such as expanding the provision
of utilities or transport infrastructure. Unless the private sector is already highly
organised, the state can play a critical role in aligning multiple positive investment
decisions.
Rather than proposing a set of prescriptive policy interventions, Rodrik sees industrial
policy as a discovery process, “…where firms and the government learn about underlying
costs and opportunities and engage in strategic coordination” (2007, p. 101). It is
54
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elsewhere. See Lange (2005) for a fuller discussion.
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through working together that both parties can overcome their mutual information deficits
and learn about the challenges and opportunities each side is facing. He sees this
approach differing from the earlier use of industrial policy, which emphasised specific
strategic sectors and related outcomes. He also sees macroeconomic stability as a
prerequisite but not a sufficient condition to support economic diversification. Industrial
policy in turn should support a range of new activities with the view to resolve
information and coordination constraints. Rather than seeking to pick winners, industrial
policy should be conducted in a way that recognises which new activities deliver, and
abandon those that do not.
It is well recognised that there remains the risk that industrial policy can be abused by
rent-seeking entrepreneurs and corrupt officials. Supporters argue, however, that the
inherent information deficits of the public sector cannot be addressed by keeping
bureaucrats totally distant from businesses. Instead, industrial policy has to be embedded
within a network of linkages between public and private sector representatives, where
processes guide information flows and joined learning. At the same time, it would be
important to ensure that the public sector remains independent of the private sector and
focuses on the provision of public goods that benefit a broad-based private sector, as
opposed to one dominated by a narrow and exclusive economic elite.
There is obviously common ground between the functions of industrial policy that Rodrik
has emphasised and the findings of the comparative research on the impact of the
commodity boom on industrial development in Sub-Saharan Africa. Both stress
systematic information sharing and coordinated actions. A similar story also transpires
from the in-depth analyses that have reviewed the positive experiences of Norway and
other countries applying industrial policy in relation to the extractive resources sectors.
According to Noreng (2004), Norway used industrial policy from the 1970s to encourage
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partnerships between foreign and domestic companies to collaboratively build
internationally competitive Norwegian companies. Detailed descriptions of Norway’s
approach have lent themselves to be copied in part by other countries. However, insiders
argue that there is more to the country’s success than the individual steps taken, including
a clear and cohesive policy consensus on the functions policy interventions were meant to
achieve (Heum 2008). This differs, for example, from the British experience where
industrial policy was also tried, but the overriding government objective was to develop
the North Sea reserves with maximum speed (Smith 2009).55
2.3.3

Local content and employment

The debate within the extractive resources sectors is biased towards backward linkages,
evolving around the contentious issue of local content as well as local employment. This
issue has often been defined in terms of the percentage of procurement and the
percentage of employees that resource producers source from within the host country.
Mandatory regulatory requirements, backed by a local content policy that states the broad
objectives and principles, are seen as the core instrument for achieving an increasing
greater share of local content and local employment (Tordo et al 2013).
For resource developers this discussion often boils down to a negative question: what
extra costs are mandated to be absorbed to ensure compliance? In the worst case, such
requirements can be seen as a form of quasi taxation delivered by the procurement and
the human resources departments. This focus is quite removed from the broader linkages
and industrial policy debate emphasising information sharing and collaboration.
A major constraint for broadening out the local content and employment debate is a lack
55
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of information and data to guide better policies. This is both a conceptual problem and a
problem of systematic data collection. Despite the wealth of high-level work on the
positive and negative impacts on producer countries, very little empirical work has been
conducted to document actual firm and industrial capacities in producer countries to
provide a sound evidence base for learning about constraints and to develop targeted
policy interventions.56 Few efforts have attempted to connect sector activities with actual
and potential industrial capabilities.
As the extractive industries are structured at the global level, economic geographers have
argued that global network analyses should be applied to understand the interconnections
between international resource developers and their supply chains. For the oil sector,
Bridge (2008) has documented the different types of firms engaged in this chain, the
organisational restructuring that has happened since the 1990s, and the increasing
complexity and diversity of the interactions due to unbundling, outsourcing and
organisational rationalisation. He also recognises that their need to gain and retain access
to extractive resources puts resource developers in a relationship with local constituencies
where access and rights to resources is traded against delivering benefits. Drawing the
circle from linkage theory to industrial policy and local content obligations, this
observation also suggests that it is time to move beyond the narrow local content debate.
A wider conceptual framework explicating several types of potential linkages would be
more appropriate for collaboratively identifying opportunities for delivering benefits.
2.4

Comparison and open questions

Chapter 2 has reviewed the three main debates on the governance of the extractive
resources sectors. Debate No 1 has focused on seizing the opportunities associated with
investing in these sectors. Its policy conclusions underlined the positive impact of foreign
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investment. However, it also recognised that a foreign-funded and export-oriented
industry could pose some additional macroeconomic challenges, as well as project level
social impacts that need to be assessed and managed.
Debate No 2 has stressed the political economic implications of countries depending on
the extractive resources sector. Several strands of explanations have linked the extractive
resources sectors to negative economic, political and social outcomes. Variance in
outcomes across producer countries has prompted the two main schools of thought to
come together and identify the ‘quality of institutions’ as the critical condition explaining
this variance. Many have equated the ‘quality of institutions’ with the ‘good governance’
of the sector. The overriding policy conclusion has been that making the sector more
transparent will at least in part satisfy this condition.
Debate No 3 has focused on linkages between the resources and other economic sectors.
The expectation is that building such linkages will broaden economic opportunities and
therefore support development. With respect to the relationship between resource
developers and the governments of producer countries, this debate often revolves around
setting and complying with mandatory local content and local employment targets.
However, there is also a wider discussion emerging. It builds on the revival of industrial
policy and linkage theory and draws on insights from wider supply and value chain
analyses. There are overlaps between this discussion, the views of some of the proponents
of structural institutional analyses, and the high-level insights of endogenous growth
theories.
Reaching across all three debates and reflecting the complexity and poor
conceptualisation of ‘governance’ as a synonym for ‘good institutions’, there are four
open questions that merit closer scrutiny. These are: (1) what actually are institutions; (2)

99

how do institutions change; (3) how are institutions enforced; and (4) do existing
institutions matter for the design of interventions aimed at improving institutions.
Figure 7 presents each of these four questions in one of the quadrants of the conceptual
framework that was introduced in Figure 1 of Chapter 1 and expanded in Figure 4 of subsection 2.2.3.
Figure 7: Key questions for the governance of the extractive resources sectors

Source: author’s figure
To recall, Figure 1 presented in a matrix four different uses to which the governance
concept has been put, where each use reflected a pair combination of whether researchers
have focused on results, rules, processes or steering. Figure 4 then set out the four key
questions that these four uses have posed in relation to institutional analyses. For
Quadrant 1, the question posed in Figure 4 how do institutions affect outcomes has now
become what actually are institutions. For Quadrant 2, the question how do multiple
actors influence processes to create new or change existing institutions has turned into
how do institutions change. For Quadrant 3, the question how do processes influence the
enforcement of public policies has become how are institutions enforced. And finally, for
Quadrant 4, the question how to intervene to achieve desired outcomes has been changed
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to do existing institutions matter for the design of interventions aimed at improving
institutions.
In relation to Figure 4, the thesis argued the following: the intention to intervene in order
to improve the economic, political and social outcomes associated with the extractive
resources sectors has prompted proponents to pursue on a short cut route from Quadrant
1 to Quadrant 4. Actions aimed at improving results by improving institutions have been
guided by insights drawn from cross-country comparative analyses. The underlying
assumption of this short cut route has been that it is possible to look at institutions as a
matter of technical design, where generic applications across different country contexts
are possible.
The questions raised in Figure 7 challenge this assumption, and therefore also the
suggested short cut route. If there are doubts about what institutions actually are and
whether those that already exist make a difference to how interventions to improve
institutions can be designed, the route to get from ‘how rules affect results’ (Quadrant 1,
Figure 1) to ‘how to steer towards desired results’ (Quadrant 4, Figure 1) is more
complex. The alternative, longer route gets from Quadrant 1 to Quadrant 4 via Quadrant
2 and Quadrant 3. As they did in Figure 1, the arrows in Figure 7 indicate the two
different routes.
The next four chapters of this thesis will focus on each of the questions set out in Figure
7. These four chapters will lay out the substance needed to answer the three main
research questions posed in Chapter 1.
Quadrant 1 probes into the remarkable lack of clarity that proponents of political
economic explanations have left about what institutions actually are. While these
proponents have pointed to ‘good institutions’ as the cure and prophylaxis for producer
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countries, section 2.2 showed that a variety of proxies have served to measure all sorts of
things, including the absence of corruption, rule of law, electoral competitions, the level
of transparency in the sector, and so forth. At the other end of the spectrum, those who
have engaged in this debate at a more structural level have referred to all-encompassing
institutional legacies, political systems, or social capital and cohesiveness. These
proponents have stressed functions, such as coordinating economic agents by reducing
transaction costs, levelling information asymmetries, and enabling entrepreneurs to turn
uncertainties into calculable risks. Notably, these functions overlap with the arguments
put forth by the proponents of industrial policy and linkage theory. The challenge has
been that there is not always a direct and unambiguous way of connecting the functions
that institutions provide with the proxies that have been used to measure their apparent
quality.
With the objective to bring some clarity to this conceptual muddle, Chapter 3 will
detangle the different levels of social analyses that have been applied across all three
debates and will lay open the types of research methods that proponents have used to
associate institutions with outcomes. This chapter will critique the causal connection that
has been drawn between rules and results where the quality of institutions has served as
an input to explain outcomes.
The question set out in Quadrant 2 of Figure 7 recognises that knowing that institutions
are important is not the same as understanding how institutions change, what drives
institutional change in the right direction, and why some countries are struggling to move
away from ‘bad’ institutions. Statistical analyses, instrumenting governance indicators as
institutional constraints that keep rent-seeking behaviour in check, have paid little
attention to the question how the good institutions that are presumed to exist in the better
performing countries have come about. Meanwhile, proponents of structural explanations
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have pointed to historical trajectories and path dependencies shaping institutions that are,
by definition, hard-wired. Therefore, these types of institutions would not be amenable to
easy change, nor would they be considered easy to copy.
Chapter 4 will review the social science literature on institutional change to bring out
insights relevant for those interested in supporting positive institutional change in
producer countries. This chapter will explore how policy processes influence institutions
as an outcome.
The question set out in Quadrant 3 of Figure 7 is prompted by the observations that the
political economic debate on sector governance is biased towards improving institutions
that check on politicians and bureaucrats to ensure that they do not abuse their power to
the detriment of achieving broad-based socio-political objectives. This debate has made
little effort to understand where that power comes from in the first place, and therefore
what the conditions within specific countries are to steer interdependent policy processes
towards the development of institutional arrangements that are expected to lead to better
outcomes.
To identify where power comes from, it is not sufficient to compare how countries have
performed. It also requires looking at how they are able to steer processes towards
achieving positive results. Thus, Chapter 5 moves on to Quadrant 3 of Figure 7 to review
the literature on state capacity and developmental states to better understand how
institutions are enforced.
The question set out in Quadrant 4 of Figure 7 is prompted by structural explanations
emphasising institutional legacies and path dependencies. These explanations come
across as rather deterministic, leaving little opportunity for change. In contrast,
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proponents of rent-seeking explanations underplay the potential contingent relevance of
legacies and path dependencies and institutional reform programmes often ignore these.
Chapter 6 will provide an overview of the diversity and geographic patterns of sector
legal frameworks, because this set of sector institutions has often been the target of
institutional reforms. The conjecture is that the question how to intervene should be
answered against the background of awareness how existing sector legal frameworks
have come about. Although the content of Chapter 6 does not fit quite as neatly in
Quadrant 4 as the contents of the other three quadrants do, awareness of the institutional
legacies and path dependencies underpinning the existing diversity and geographic
patterns in relation to sector legal frameworks would appear to be useful for framing
efforts aimed at steering sector governance reforms towards achieving desired outcomes.
However, externally imposed institutional reforms have rarely explicated the potential
boundary conditions associated with legacies and path dependencies.
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3.

What are institutions?

As the quality of institutions has been identified as the factor that explains variance in
outcomes across producer countries, it warrants asking the seemingly simple question:
what are institutions? This chapter discusses this question by setting out the four levels of
social science analyses that are reflected in the literature reviewed in Chapter 2. Each of
these levels assigns institutions a different role and thus, they imply different definitions.
Next, the chapter lies open the three main research methodologies that proponents have
applied to investigating the causal connections between the extractive resources sectors,
institutions and outcomes. When the four levels of social science analyses are contrasted
against the application of the three types of methodologies, it can be recognised that
proponents’ choice of methodology is grounded in their choice of ontology (Levi-Faur
2006). This recognition helps to lay open why one type of methodology has proven to be
more successful in providing the empirical evidence that has supported the global agenda
on the ‘good governance’ of the extractive resources sectors. However, the limitations of
this choice of ontology can also be recognised.
3.1

Levels of social analyses

The literature on the opportunities and challenges for producer countries has been pitched
at different conceptual levels. The role assigned to institutions, as the mediating factor
between the presence of extractive resources sectors and outcomes, has depended on the
ontological premises from which proponents have embarked to conduct their analyses.
Oliver E. Williamson’s 2000 review of the achievements of ‘New Institutional
Economics’ provides a useful reference point to lay open these levels and to compare
what definitions each of these has implied respective what institutions actually are.
Williamson took stock of the progress social scientists, more generally, but economists in
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particular, have made on the study of institutions. Throughout the last quarter of the 20th
century institutional economics had been one of the liveliest areas of research in the field
of economics. This research built on the recognition that markets do not just exist, as
neoclassical economists had assumed, but that they are underpinned by institutions,
which in turn are shaped by social networks and organisation. Williamson found that the
quest to better understand institutions had resulted in “a boiling cauldron of ideas”
(Williamson 2000b, p. 610), where many institutional research programs are in progress
but most have competing ideas within them. Against this background, he wanted to
highlight what more there still needed to be learned about how institutions shape
economic behaviour and national economies.
Williamson identified four main levels of social analyses. These are set out in Figure 8.
Figure 8: Levels of Social Analyses

Source: author’s figure, adapted from Williamson (2000b), drawing also on Opper
(2008).

106

Level 4 reflects the world of neoclassical economics, where institutions are either ignored
or they are assumed to work efficiently in the background. Levels 1 to 3 are shaded in
grey, because it is at these three levels that institutions are considered to matter. Starting
from the bottom, each of these four levels is described below. Some illustrative examples
in relation to the extractive resources sectors are also provided.
3.1.1

Allocation of resources

Level 4 covers the allocation of scarce resources. This is the level of conventional market
analyses, where demand and supply set prices and Adam Smith’s invisible hand does its
magic. The microeconomic assumptions underpinning neoclassical economics have
allowed its proponents to concentrate on building coherent models on how economies
work. These assumptions have also allowed proponents to simplify, and therefore often
ignore, all the issues that lie at level 3 and above. Where level 4 analyses involve
forecasting, for example to support long-term investment decisions, it is implicitly
assumed that the conditions set at levels 3 and above will not be subject to major changes.
With reference to the extractive resources sectors, level 4 is where short-term commercial
transactions are made and where continuously updated information on costs and prices
shapes project economics. Conditions that relate to levels 3 and above are factored into
project economics as cost variables. For example, if a positive investment decisions
involves a large-scale, long-term project that develops extractive resources in a country
judged to display a high level of political risk, this would be reflected in an expected high
rate of return on the capital investment. Another example of addressing challenges
experienced at level 4 by shifting solutions up to levels 3 and above includes deploying
legal instruments, such as bilateral investment treaties and stability clauses, to make long-
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term investments safer (Maniruzzaman 2008).57 Macroeconomic models, conducted at
level 4 to help identify ‘Dutch Disease’ and other macroeconomic challenges, have also
pointed to potential solutions that could be implemented at level 3. These include, for
example, the adoption of stabilisation and saving funds or other so-called special ‘fiscal
institutions’ (IMF 2007b).
3.1.2

Governance

Williamson labelled level 3 as Governance and described it as the ‘play of the game’.
This level captures the contractual relationships on the basis of which economic
transactions are executed. Contracts and agreements back up the market transactions
executed at level 4 and formalise the commitments of the parties involved, lowering the
risk they will be cheated. They are typically expected to last for a couple of months to
several years.
With reference to the resources sectors, level 3 covers the contractual relationships
between the governments of producer countries and resource developers. They also
include the contractual relationships between resource developers and state-owned
national oil or mining companies, where the latter exist. Level 3 also covers the
contractual relationships between resource developers and the companies from which
they purchase goods and services and to whom they sell their outputs. For example, these
include supply chain contracts and contracts in the midstream and downstream segments
of resources projects covering the sale and export of the resources produced.
Furthermore, level 3 covers the financial relationships between resource developers and
their international investors. Hence, it covers the above mentioned bilateral investment
treaties between producer countries and the home countries of resource developers.
57

These instruments have been looked at with some controversy. Most recently South Africa has taken
the stance that the country is not going to renew bilateral investment treaties. (see: http://www.projectsyndicate.org/commentary/joseph-e--stiglitz-on-the-dangers-of-bilateral-investment-agreements,
last
visited on 15.11.2013).
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Where relevant, level 3 would also cover the agreements resource developers might have
to negotiate and sign with local communities and indigenous peoples. Resource
developers would typically involve their legal teams and procurement functions to agree
and execute these different types of contractual arrangements.
3.1.3

Institutional environment

Level 2 refers to the Institutional Environment, which Williamson also calls the ‘formal
rules of the game’. This level covers the political, administrative, economic and social
systems as well as sector specific legal and regulatory regimes that are country-context
specific. For example, this is the level at which the role of the sovereign state in the
economy is defined. It is expected that level 2 institutions change less frequently than
those covered at level 3. Perhaps they may only change in the course of decades.
Importantly, level 2 institutions back up the contracts and agreements entered into at level
3.
With reference to the resources sectors, level 2 covers the resource property rights
granted and enforced by a host country’s constitution and relevant sector legal and
regulatory regimes. This includes the question, ‘who owns extractive resources in the first
place’ and therefore who can issue licences to give international resource developers
access to explore and exploit these resources. Level 2 institutions include the national
hydrocarbon or mineral regimes as well as international investment regimes on the basis
of which companies can negotiate the contractual arrangements that underpin their
investment, sales and export decisions at level 3. Level 2 also covers politicaladministrative conditions such as whether resource developers’ tax liabilities are payable
to a national government, or whether revenue collection also involves sub-national tiers
of government. For example, this would be the case in a constitutional federation, or
where a country is made up of decentralised regions or provinces. Furthermore, level 2
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covers which public authorities provide public goods and services that affect the cost
structure for resource developers’ inputs. For example, such public goods and services
include the provision of suitably trained personnel that can be employed by the sectors
and the availability of infrastructure that allows resource producer to take their produced
resources to market. Public authorities across several ministerial resorts play a critical
role in providing inputs to leveraging the potential opportunities associated with, and
mitigating the negative impact of extractive projects.
3.1.4

Social embeddedness

The fourth level is Social Embeddedness, coined after the work of economic sociologist
Karl Polanyi (1944:1977) and that of his successor Granovetter (1985) and others, on
social and economic transformations. Proponents of this school of thought have argued
that economic systems are ultimately embedded in social networks and relationships.
Analyses at this level focus on the impacts of the most durable social institutions, such as
customs, traditions, norms, religion, culture, ideas and principles, on economic decisions.
They are the belief systems that shape people’s cognitions and subsequently their actions.
These institutions are generally perceived to display a great deal of inertia, not least
because of the mutually reinforcing social functions they provide. For example, they
generate trust and reciprocity.
Institutions at level 1 have typically been of most interest to anthropologists, sociologists,
psychologists and some political scientists. These types of institutions may exercise their
influence globally, nationally, or among specific local communities and social groups.
However, since the mid-1990s some economists have come to recognise that their
discipline remains in much need of greater theoretical specifications at this level, in order
to better recognise and lay open the influence and impact that these institutions exert on
economic decisions and systems. The awarding of the Nobel Prize in Economics to
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psychologist Daniel Kahneman in 2002, and to political scientist Elinor Ostrom in 2008,
demonstrates this recognition.
With reference to the resources sectors, institutions at level 1 include long-standing sector
and industry norms, such as the principles of ‘first come, first served’ and ‘the law of
capture’.58 These principles have become firmly embedded in the sector legal
frameworks of many producer countries and have often been reiterated in donor funded
sector legal reform programme. Resource sector relevant institutions at level 1 also
include the cultural and customary rights of particular indigenous and/or traditional
communities. Such rights are usually held in common and may not be formally
documented. Their rights may stand in contrast to the legally enshrined private property
rights that dominate in modern economic systems and on the basis of which multinational
resource developers manage their global investment portfolios. Included at this level are
also shared understandings of how energy and mineral markets should work, or how
contractual relationships are supposed to be looked at. More recently, international
initiatives have succeeded in establishing new industry norms at the global level. An
example is the UN’s Protect, Respect and Remedy (PRR) Framework on Human
Rights59. Finally, section 2.3 pointed out that, where industrial policies have delivered the
critical functions associated with their success, researchers have stressed their
embeddedness within a network of positively coordinating public authorities and private
sector entities.
3.1.5

Connecting the levels

Williamson’s hierarchy suggests three insights. First, there is no universal definition what
institutions actually are. The analyses located within levels 1 to 3 share, at best, notional
58
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The origins of these two particular principles are further explained in chapter 4 and chapter 6.

http://www.business-humanrights.org/SpecialRepPortal/Home/Protect-Respect-Remedy-Framework
(last visited 07.11.2013)
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definitions. For each of these levels, definitions differ depending on the time frame
considered (how enduring institutions are) and the functions they provide (i.e. whether
they constrain, coordinate and organise, or support the social construction of reality).
The second insight is that economists have primarily focused on level 3 and to a lesser
extent on level 2. However, contributions have been made in an eclectic manner, and
despite the progress made, economists have generally remained rather ignorant about
how institutions work. Williamson traces this partly to the complexity of the subject,
where the lowest common denominator is that social scientists agree that ‘institutions
matter’; somehow they drive and transform the destiny of societies and economies. There
is also growing awareness that greater attention should be paid to the influence of
institutions located at level 1. However, Williamson notes that theory development has
lagged most at this level. He also recognises that there might be a level 0, including the
cutting edge research of psychologists and cognitive scientists, on how the human mind
works and the implications for economic decision making.60
Thirdly, the hierarchy suggests that each level below is constrained by that which lies
immediately above. Figure 9 indicates this with the arrows pointing from top to bottom.
Thus, how issues are conceived at level 1 conditions how they shape the rules set out in
the institutional environment at levels 2. From there, they further shape governance at
level 3. At level 4, the three levels above affect the prices and the quantities of goods and
services produced and traded. The upward pointing arrows signal that there may also be
feedback mechanisms linking the lower to the higher levels. This raises the question,
which way round do institutional change evolve? Williamson suggested that pressure
from top down, indicated in Figure 8 by way of the thicker downward pointing arrows,
presents the more powerful and durable driver of institutional change. Changes in higher60

For example, this includes the contributions to behavioural economics such as those made by
psychologist Daniel Kahneman (2011).
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level institutions carry the greatest potential to transform societies and their economies.
He also concluded, however, that there remain many gaps in knowledge of how to
connect the different levels. He identified a few topics to which he thought scholars
needed to pay a lot more attention, including the role of bureaucracy and that of legal
rules. Similar observations made by others will be discussed in Chapter 4 of this thesis.61
A good example to illustrate Williamson’s hierarchy in the context of the resources
sectors is the cultural rights of the Indigenous Peoples in Australia.62 These rights are
located, first and foremost, at level 1. In 1993 the Australian government approved the
Native Title Act (NTA), which sets out a process for formalising these informal rights.
Thus, it brought these rights from level 1 down to level 2. Under the NTA, resource
developers are obliged to identify and confirm who the respective indigenous
communities are within the geographical areas for which they hold licences. They then
have to establish with these communities what they perceive their cultural rights to be.
On this basis resource developers can then start to negotiate indigenous land use
agreements (ILUAs). These compensation and benefits sharing agreements bring the
customary rights of Indigenous Peoples communities further down to level 3. In terms of
both money and times, ILUAs present costs to resource developers. Ultimately, this is
where level 1 customary rights impact project economics at level 4. More recent, but also
more contentious, attempts to recognise similar informal rights are Bolivia’s
Hydrocarbon Law of 2005 and Peru’s Law on Prior Consultation of 2012.
This example reflects the global challenge facing resource developers that conflicts and
tensions over resources are often tied to issues that are located at the intersection between
level 1 and level 2. It is at this intersection where the private property rights granted to
61

For example, Andrews (2013) makes this case with respect to state capacity and the limits of
institutional reforms.
62
Another example are the collective rights of Canadian First Nations bands, see for example Boutilier
and Black (2013).
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international resource producers may override long-standing traditional and often
commonly held property rights. It is also at this intersection where the question arises
whether resource producers pay producer countries a ‘fair share’ of the rent they generate
by exploiting resources, in relation to the ‘true’ economic, political and social costs that
their activities invoke. The debate on ‘fair sharing’ is often interpreted as relating to the
specific petroleum or mineral fiscal regime applied to a specific project or the respective
sub-sector. However, it would be more appropriate to include in this debate the full range
of quasi-taxation aimed at compensating for these costs. For example, compensation and
benefits sharing agreements with local communities could be considered to constitute part
of that form of taxation.
Thus, fundamental questions about the role of the state and/or public authorities vis-à-vis
both resource developers and citizens arise at the intersection between levels 1 and 2.
Conflicts and tensions between these parties often relate to the duties and responsibilities
resource developers are expected to meet in relation to the rights and the access to
resources that public authorities provide them with. It is, in essence, sovereign states and
their formal and informal structures and administrative capacity that balance the
provision of rights and, thus, access to resources with the imposition of duties and
responsibilities. Resolving these conflicts and tensions requires some sort of a settlement
- either mutually agreed or alternatively coerced - between the governments and
bureaucracies of producer countries, their citizens and resource producers. Furthermore,
agreeing a settlement is not all that it takes. Governments also have to be able to enforce
such a settlement, which in turn administrative capacity.
In summary, Williamson’s hierarchy suggests that a good deal of caution should be
exercised when notional definitions of institutions are equated with ‘good governance’
and when they are deployed, as if they constituted clearly measurable independent
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variables underpinned by a clear idea of what is being measured. Just as there are several
uses of the concept governance, there is no common definition on what institutions
actually are. Adhering to the illusion that there is clarity on what ‘good governance’
actually means carries the risk that it remains poorly understood what the critical
functions are that institutions provide at different levels and how these can be brought
about.
Against the background of Williamson’s hierarchy of social science analyses, it can be
recognised that the ways in which proponents have interpreted institutions has depended
on the school of thought that they have - implicitly or explicitly - adhered to. These
schools have provided proponents with the ontological reference points that define what
institutions have been thought to be. For example, an economist veering off his/her
neoclassical training may comfortably operate at level 3. Thus, he/she would interpret
institutions as an incentive structure or a policy devise to constrain the pursuit of
individual self-interest. An economic historian may recognise that at some point in time a
certain political-administrative feature, developed over several decades or even centuries,
started to serve a particular collective action function that subsequently supported more
sophisticated economic transactions. An economic sociologist, in turn, may associate a
cognitive role and focus on the power of an idea or a shared understanding that provides
economic agents with certainty over a particular choice of actions.
By way of the nature of their profession, academic scholars would be expected to make
their assumptions explicit. However, assumptions and implied causalities remain
undeclared when proponents of policy advice draw selectively on academic work to
suggest practical interventions on how to improve institutions. The risks are that such
interventions overpromise on the expected results, or, that they present an ill-suited
approach for addressing the actual challenges associated with particular country and
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project contexts. For example, a solution that focuses on reforming level 2 or level 3
institutions on the basis that it has seemingly worked elsewhere might do little to resolve
challenges that arise from fundamental misalignments between two or more sets of level
1 institutions.
3.2

Methodologies

This section lays out the three main methodologies that proponents have used to
investigate the causal connections between the extractive resources sectors, institutions
and economic, political and social outcomes. Figure 9 shows these as cross-country
statistical analyses, single country case studies and systematic comparative analyses.
Figure 9: Research methodologies

Source: author’s figure.
The research underpinning the three debates summarised in Chapter 2 has applied each of
these methodologies to provide the evidence for the competing propositions that the
extractive resources sectors can, or cannot, contribute to achieving positive economic,
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political and social. The next three sub-sections discuss the application of each
methodology in turn.
3.2.1

Cross-country statistical analyses

Cross-country statistical analyses have aspired to explain differences in outcomes across
countries. In order to identify the variables responsible for such differences, proponents
have drawn on formal models to hypothesise the relationship between a dependent
outcome variable and a set of explanatory variables. For example, the initial question
setting off the ‘resource curse’ debate was whether in terms of GDP, countries more
endowed with natural resources had done better or worse compared to those less well
endowed. To answer this question, the economic growth models summarised in section
2.1 have served as the base case for identifying systematic differences in economic
performance, measured in terms of GDP, GDP growth, or GDP per capita. In addition to
the explanatory variables already specified by the respective models, researchers have
typically added at least one proxy measuring resource wealth. The prominent Sachs and
Warner article (1995, 2001) used an endogenous growth model to confirm a negative
relationship between resource export dependence and economic performance.
As discussed in section 2.2, the most commonly applied proxy has measured a country’s
dependence on resource exports. Additional variables have also been included, based on
the further theoretical propositions that proponents have subsequently put forth. Section
2.2 has referenced an array of studies that have tested interaction effects between proxies
measuring resource dependence or wealth and proxies apparently measuring institutional
quality.
Among the many studies that have applied cross-country statistical analyses are Atkinson
and Hamilton (2003), Bhattacharyya and Hodler (2010), Blanco et al (2014), Boschini
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(2007, 2012), Brunnschweiler (2008), Brunnschweiler and Bulte (2008a, 2008b), Collier
and Goederis (2007), Collier and Hoeffler (2004, 2006), Dietz et al (2007), Hodler
(2004), Korhonen (2004), Leite and Weidman (2002), Mehlum et al (2006a, 2006b),
Neumayer (2004), Papyrakis and Gerlagh (2004), Qureshi (2008), Robinson et al (2006),
and Sachs and Warner (1995). These studies have provided the evidence for the broadly
endorsed conclusion that somehow institutions matter for the economic performance of
producer countries. Furthermore, cross-country statistical analyses have not only enquired
whether natural resources, possibly in combination with additional variables, make a
systematic difference to countries’ economic performance. They have also associated
resource export dependence with political or social outcomes, usually coding these in a
binary fashion applying logit/probit analyses. Quantitatively oriented political scientists
have tested differences in outcomes with respect to ‘bad’ political regimes, and they have
also tested theoretical propositions associating resources sector activities with negative
social outcomes, such as conflicts and civil wars and greater social inequity.
One of the downsides of cross-country statistical analyses has been their dependence on
the availability of large-N data sets. There are only a limited number of countries and
comprehensive and consistent data is not always available for all of these. Researchers
have drawn on techniques such as pooling annual data or working with period intervals to
increase case numbers and improve the statistical validity of results. These techniques
treat each period case as if it was independent from the preceding or the following
periods. The analysis is static. Time and processes are not considered important for
understanding how institutions affect economic performance, nor how they are brought
about. Additional data challenges, about measuring resource dependence and the range of
proxies used to measure institutional quality, were also discussed in section 2.2. In
particular, Brunnschweiler and Bulte (2008) and Haber and Menaldo (2011) have
illustrated that results are sensitive to the data and proxies used.
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3.2.2

Single country case studies

There are several single country case studies that have offered rich historical descriptions
of the direct and indirect relationships between the resources sectors and a country’s
institutional framework, its political economy, key policy decisions and other factors, as
well as how these have evolved over time in relation to each other. These types of studies
have often taken a close look at how structural conditions, and sometimes in combination
with individual and collective actions, have shaped particular economic, political and
social development paths.
Another set of case studies has been less ambitious. Technical country case studies trace
whether countries have adopted, or failed to adopt, certain types of policies, which policy
advisory circles have recognised as best practices. They typically assess a country’s
performance on the basis of whether it has adhered to particular economic policies, for
example whether it has sufficiently privatised the sector, or if it has met particular
performance indicators. Causality with respective to outcomes is not proven, but implied.
The more complex single country case studies can also be split into two groups. One
group has focused on countries that have done poorly, whereas the other group has
focused on countries that have done relatively well. The first group has associated poor
outcomes with the resources sectors, including for example case studies on conflict
countries and on those with particularly ‘bad’ political regimes. Scholars have typically
focused on explaining what has gone wrong, and how it has gone wrong. Such studies
have traced processes and developments over time. Examples include Karl (1997) and
DiJohn (2005) on Venezuela, Adésínà (2012) on Nigeria, Hodge (2004) on Angola, and
several other studies on Sub-Saharan African countries riddled with conflicts and poverty
(Maconachie 2008, Zulu and Wilson 2012). Some of these studies have corroborated the
notion of rentier state, or petro state, that was discussed in section 2.2. This notion was
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coined in the 1970s against the background of shared characteristics observed across the
oil-rich Middle Eastern states (Beblawi 1990).
The second group of studies has focused on countries with relatively better outcomes.
Statistical analyses would flag these as ‘outliers’; i.e. these countries have been viewed as
exceptional and successful against the odds. Chile and Botswana are the most often
quoted successful mining countries (Sarraf and Jiwanji 2001, Acemoglu et al 2003, Iimi
2006, ICMM 2007b, Evans 2007, Fuentes 2011, Guajardo Beltrán 2012, Pegg 2012).
Meanwhile, Norway has become a reference case for lessons learnt for new oil and gas
exporting countries. Case studies on Norway have covered different aspects of the
country’s resource sector governance, including its revenue management, its natural
resources fund, its local content and industrial policies and its social policies (Noreng
2004, Heum 2008, Kolstad and Wiig 2009, Thurber et al 2010, Mehlum et al 2012).
Other examples include countries of the ‘old world’, such as the United Kingdom, other
European countries and Australia. Historically, the United States features as an
exceptional case that has shaped petroleum sector regimes at the global level (Daintith
2010a, 2010b).
More recently, Brazil has also been looked at more closely (Triner 2011, ICMM 2013a).
The Brazilian government sees its country as a success case that could underpin a new
development model suitable to guide Sub-Saharan African producer countries.63 This
model makes a case for a more balanced relationship between the state and markets, thus
calling for more government action to broaden access to economic opportunities. Some
argue that Peru should also be considered as a relatively successful country, at least in
macroeconomic terms (ICMM 2007a). Ghana, as an established mining country with an
emerging oil and gas sector, is also receiving some positive mention for its recent
63

See: The Economist (17 November 2011) http://www.economist.com/node/21537004/print (last
accessed: 06 December 2013).
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political and policy developments (ICMM 2007b). This country is seen as a test case for
whether it can go against the odds, compared with several of its West African neighbours
such as Equatorial Guinea and Nigeria. For a certain period of time, Indonesia seemed a
positive but also controversial case (Ascher 2012).
In summary, single country case studies have focused on the best and the worse, often
providing complex and historically grounded arguments how these outcomes have come
about. However, some case studies have been less ambitious and have merely described
whether or not individual countries have introduced or adhered to the types of (macro-)
policies thought to be critical for positive outcomes. Country case studies are often not
clear-cut, but leave a rather complex picture as to which variables, conditions and
processes have led to the observed results. Negative case studies have supported the
popular, and sometimes journalistic and advocacy driven, debate around the question
whether extractive resources activities are generally bad for countries. These studies have
also supported the construction of the two main narratives, either stressing rent-seeking
political and economic elites as the problem, or pointing to the structural conditions of
rentier states/societies. Negative case studies have also supported the formulation of
generalised hypotheses about the typical features of ‘bad governance’. In turn, positive
case studies have questioned the general applicability of these narratives. They have
prompted the search for an answer that pointed to institutions as the factor that can
explain differences in outcomes.
3.2.3

Systematic comparative analyses

Systematic comparative analyses lie in between cross-country statistical analyses and
single country case studies. These analyses contrast two or more cases, chosen on the
basis of one, or a combination of two logics. The first logic is to compare cases that share
similarities on several dimensions but feature different outcomes. This logic is referred to
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as MS/DO: Most Similar but Different Outcomes. The second logic is to compare cases
that appear different in several aspects but share similar outcomes. This logic is referred
to as MD/SO: Most Different but Similar Outcomes. The rationale is that by
systematically comparing cases it is possible to identify which conditions, or indeed
combinations of conditions, can explain variance in outcomes (Berg-Schlosser and De
Meur 2009).
As shown in Figure 10, systematic comparative analyses have typically contrasted
comparable producer countries featuring variance in political, economic and social
outcomes. Its proponents maintain that unless theoretical propositions can explain both
good and bad cases, it is not possible to ascertain their causal validity. For example, if
cross-country statistical analyses confirm a negative correlation between natural
resources and poor economic performance, this finding cannot necessarily be taken as
proof of causation, particularly if there is at least one case confirming the opposite.
Likewise, the varied complex causal explanations for one or the other type of outcome
put forth by single country case studies may also be treated with caution, because these
cannot per se be validated or rejected.
An example of a systematic comparative analysis applying the MS/DO logic is Snyder’s
comparison of Myanmar and Sierra Leone (Snyder 2006). He identifies these countries as
sharing relevant similarities: both countries are endowed with lootable resources that are
expected to lead to disorder and state collapse that would render any type of formal
economic activity nearly impossible. However, they have ended up with political
outcomes that lie at opposite ends. While Sierra Leone experienced the predicated
negative outcome, Myanmar’s similar disposition to lootable resources has not hindered
the emergence of an institutional arrangement that has presented a form of order that has
supported the production of resources. Snyder draws on these two country experiences to
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build a dynamic political economic framework that focuses on the institutions of
extraction. It shows that the a priori assumed preferences of political rulers and private
sector actors can under certain circumstances lead to an arrangement that produces order
and facilitates resources extraction, but they can also result in state collapse.
Another example is Jones Luong and Weinthal’s study of the five Soviet successor
countries: the Russian Federation, Azerbaijan, Kazakhstan, Turkmenistan and Uzbekistan
(2001, 2006, 2010). When these countries separated into independent countries in the
early 1990s, they shared the same historical trajectory and adopted similar energy policy
stances. However, over the course of the next decade, some countries diverged from their
initially chosen path. The authors build a theoretical model that ties these choices to the
ownership structures underpinning the sector, which they model as a set of social
relationships. By dynamically mapping these relationships in relation to a changing
international geopolitical context, they explain the divergence in policy choices that has
evolved since the 1990s.
Two further examples include Orihuelas’s comparison of Chile and Peru - both Latin
American countries with very sizeable mining sectors (Orihuela 2012). Chile stands out
against Peru, because in the context of this country’s domestic political processes
dynamic alliances have created a positive institutional endowment where technical
professionals could support the adoption of good cross-sector policies. The same has not
happened in Peru. Eifert et al (2003) have applied the MD/SO to explore why two
political regime types, out of five, share similarly positive outcomes, although this result
would have been expected for only one of these two regimes. These authors make the
case that different institutional forms can sometimes deliver the same functions.
The advantage of systematic comparative analyses is that they can track and trace
developments and outcomes over time, while still retaining the ability to generalise
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insights and lessons learned. Unlike those conducting cross-country statistical analyses,
proponents are not dependent on the availability of large-N datasets. To investigate
resources sectors related questions, they are not tied to selecting cases on the basis of
whether countries meet a defined resources export dependency threshold, but whether
they share comparable economic, political or social profiles and characteristics.
A further advantage is that these analyses do not adhere to the ‘net-effect thinking’ that
guides cross-country statistical analyses. This thinking means that proponents are
concerned with identifying the one most important variable that explains the outcome of
interest (Ragin 2006). Rather, systematic comparative analyses seek to identify
configurations of conditions and associated dynamics that make for variance in outcomes
(Rihoux and Grimmer 2006, Rihoux and Ragin 2009). This also gives proponents the
ability to identify why similar outcomes can occur, even though prima facie it would
appear that there are marked differences between the compared cases. For example, the
literature on ‘Varieties of Capitalism‘ makes the case that different policies and systems
across OECD countries have led to similar outcomes, because they share commonalities
that deliver similar functions at an analytical level that is higher than that of comparing
particular policy choices these countries have made, or the political-administrative
systems they feature. This literature was discussed in subsection 2.3 as part of the debate
on industrial policy and comparative institutional advantages.
Research on Natural Resources Funds (NRFs) can serve for an illustration of the
differences the choice of methodology would make.64 For example, the proponent of a
cross-country statistical analysis may seek the availability of a large-N dataset to
investigate whether the data produces a statistically significant result showing a positive
interaction effect between resource export dependence and the presence of a NRF,
64

For respective literature see Dabán Sánchez and Hélis (2013), Tsani (2013) and Humphreys and
Sandbu (2007).
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measured with a dummy variable over pooled date. The dependent variable could be
measuring economic, or more specifically, fiscal performance. In turn, a comparative
policy analyst would ask whether different kinds of NRFs have generally supported better
public financial management and why they have done so. Alternatively, the analyst may
ask why similar types of NRFs may have produced different outcomes and what
additional variables might explain this variance.
Systematic comparative analyses can be built up from single country case studies, where
these are undertaken against the background of a shared analytical framework and careful
case selections.65 For example, the ICMM’s Resource Endowment Initiative has
compared several countries with sizeable mining sectors on the basis of an analytical
framework that has sought to link project level impacts to macro-level results (ICMM
2006). Another example is the work on inter-sector linkages by UNIDO (2011) and
Morris et al (2012), mentioned in section 2.3. This work compared eight Sub-Saharan
African countries with substantial natural resources sector to understand how the current
commodity boom might, or might not, be supporting industrialisation and economic
diversification. A systematic comparative approach has also been adopted by sector
research led by Stanford University’s Energy and Sustainable Development Program,
comparing the performance of NOCs (Victor et al 2012) and the political economy of
power sector reforms (Victor and Heller 2007). These two studies also show that
systematic comparative analyses are not only amenable to investigating resources sectors
related governance questions at the country level, but can also look below this level. An
example of a study that has compared differences in outcomes across resource-based
economic sub-sectors in the wake of serious political instability includes Haber et al
(2003)’s study on Mexico. A further example is Firmin-Sellers (1996, 1995) who has
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An example of case study work that is striking for its glaring absence of such a systematic approach is
Collier and Venables (2011).
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sought to explain differences in outcomes in relation to one resources sector across two
regions within the same country.
Of course, systematic comparative analyses also face some challenges. These include that
there are not always comparable cases (so called ‘observations’), and that there may be
too many potential explanatory conditions and factors across a limited number of cases.66
In summary, each of these three methodologies has advantages and disadvantages. These
are generally acknowledged by those with a more general interest in the methodological
challenges and dilemmas of social science research. In 1994, the publication Designing
Social Inquiry triggered a prominent debate that is relevant to how questions around
resource sector governance have been approached (King et al 1994). This publication
supported the view that causal inference is about relating independent variables to a
dependent outcome and to strive for the generalisation of explanations. This view has
favoured the mainstreaming of cross-country statistical analyses across the social science
that occurred in the 1990s and into the 2000s.67 This is also the time when most of the
cross-country statistical analyses on resource sector governance emerged. These analyses
have favoured the generalisation of findings as postulates that should hold irrespective of
country and timing context. Critics have argued in turn that the dominant objective to
seek generalisations has come at the loss of contextual knowledge and has led scholars
away from focusing on the complexity of political processes (Brady and Collier 2004,
Levi-Faur 2006). This debate, taking place at the level of philosophy of science, suggests
that the ambition to measure the quality of institutions as an independent variable has
overridden the objective to understand what institutions actually are, how they work and
66

Without here discussing this issue further, methodological advancements have been made that allow
investigators to increase the number of logically possible country cases by using techniques such as QCA
or Fuzzy Set theory, even if these cases do not exist in reality (Ragin 2006, Rihoux and Grimm 2006,
Rihoux and Ragin 2009).
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Notably, at the time Ross (1999) recognised the different approaches that economists and political
scientists had taken to studying producer countries. His literature review concluded that the latter should
test their propositions against cross-country comparative data.
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how they come about. Yet, with respect to the main debates on the governance of the
extractive resources sectors, the implications of this debate have not been identified.
However, they linger in the background of the focus on institutions and the ontological
variety that comes with this seemingly straightforward explanatory variable.
3.3

Observations

Brought together, the two dimensions set out in sections 3.1 and 3.2 create an analytical
space within which the relationship between the ontological and methodological choices
of the literature on the governance of the extractive resources sectors can be appreciated.
This space is set out in Figure 10: on the horizontal axis it shows the three research
methodologies; on the vertical axis it shows Williamson’s four levels of social analyses;
and the three grey-shaded area captures those three levels that relate to ‘institutions’.
Figure 10: Quadrant 1 Taxonomy - levels of social analyses versus methodologies

Source: author’s figure
Figure 10 indicates that this taxonomy relates to Quadrant 1 of the conceptual framework
presented in Figures 1, 4 and 7. Quadrant 1 represents the work where researchers have
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associated rules with results, thus also where different types or levels of quality of
institutions have been associated with economic, political and social outcomes. The
question that this quadrant raises is whether, how institutions have been perceived, has
conditioned the methodologies that have been chosen to assess their impact on result and
outcomes.
The remainder of this chapter populates this taxonomy with a set of observations. With
reference to the literature summarised in Chapter 2, these explicate how methodological
choices relate to ontological choices over institutions. The findings are presented in
Figure 11.
Figure 11: Quadrant 1 Taxonomy - populated

Source: author’s figure.
The first observation is that Debate No 1 on the opportunities associated with investing in
the resources sectors is located primarily at level 4. To recall from section 2.1, this
literature has included economic growth theories and the cross-country statistical
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analyses assessing the impact of foreign investment on economic performance. Where
cross-country statistical analyses have shown a negative relationship between the
resources sectors and economic performance, macroeconomic models identified and
explained the potential downsides associated with export-oriented extractive resources
sectors. In Figure 11, this observation is marked with (i). As was discussed in section 3.1,
where fiscal policy solutions have been proposed to counter macroeconomic challenges,
the debate has moved up to level 3. For example, the proposition to use natural resources
funds to manage macroeconomic challenges, presents a Level 3 Governance solution to
problems identified at level 4.
The second observation is that Debate No 2 on the political economy of extractive
resources spreads across almost the entire grey shaded area. It runs across all three levels
of social analyses that have used institutions as an analytical concept. It also runs across
all three types of methodologies. However, within this space the two main schools of
thought that were summarised in section 2.2 occupy different locations that are
diametrically opposed to each other. First, proponents of explanations that have built on
the rent-seeking argument and rational choice institutionalism have predominately
viewed institutions as constraints that avert the collectively negative outcomes to which
the individually rational interests and incentives of politicians and bureaucrats would
otherwise lead. These types of studies are mostly located at level 3, occasionally veering
also into level 2. There is also a clear predominance of cross-country statistical analyses.
In Figure 11, the location of these studies is marked with (ii).
Second, explanations that build on structural institutional analyses are more firmly
located in the space of level 2. Sometimes they even veer into level 1, for example when
cultural factors are held up to explain the nature of a particular state and/or its
governments. The space that these explanations occupy is marked with (iii). This space
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shows that analyses are not dominated by one methodology. In fact, some proponents
have deliberately applied more than one methodology to address the weaknesses that
each methodology by itself entails. An example is Dunning (2008) and his study of the
relationship between the extractive resources sectors and democracy.
The third observation is that structural institutional explanations overlap with the space
marked (iv), which represents systematic comparative analyses. This means that while
systematic comparative analyses may generally focus on level 2 type institutions, they
also look above and below to recognise the role of agency. Agency is motivated either by
level 1 institutions, such as shared norms, customs, traditions, or principles; or level 3
institutions that constrain or enable particular actions. For example, Debate No 3 on
linking the resources sectors with other economic sectors has been dominated by
systematic comparative analyses. In this context, institutions at level 1 have included the
prevailing ideas about the role of the state in the economy and thus the embeddedness of
industrial policy in the relationship between the public and the private sector. The
commensurate institutions brought down to level 3, for example, would be mandatory
requirements to deliver on local content. However, they could also include industry-wide
arrangements encouraging collective action to support skills development.
The fourth observation is that structural explanations have often been put forth in single
country case studies (e.g. Karl 1997). This is why they share the vertically overlapping
space marked with (v). The interesting observation about this space is that there are often
several single case studies for the same country. Proponents have pitched their arguments
at different levels, right from level 4 up to level 1. For example, country case studies on
Botswana have drawn on macroeconomic explanations at level 4 and 3 (Iimi 2006), right
up to explanations drawing on historical institutionalism and analytical narratives at level
2 and 1 (Evans 2007, Acemoglu et al 2003). It poses a challenge that none of these
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studies can be proven to be wrong. But the policy conclusions that one could draw from
each could be quite different.
From the perspective of practitioner working with the extractive industries, an interesting
question is where, within Quadrant 1, would one locate the impact assessments conducted
for specific extractives projects. These assessments do not per se constitute social
inquiries about producer countries. However, they are invariably informed by the results
of such inquiries. For example, an assessment of the impacts on the cultural rights of
indigenous people may draw on insights that relate to level 1. In contrast, an
environmental assessment may draw on level 3 to consider the quality and enforceability
of existing environmental regulation in light of the projected physical impacts. A tension
noted in the specific literature on project-focused impact assessments is that the
regulatory approach to environmental and social impact assessments, i.e. locating such
assessment solely at level 3, undermines their function to serve as a mutually trusted tool
for communication (Vanclay and Esteves 2011). It is this function that has prompted the
introduction of such assessment in the first place, in order to resolve conflicts and
tensions that are mostly located at the intersection of level 1 and level 2 institutions.
The four key messages that one can derive from the populated taxonomy and the
observations it holds are the following: first, the macro-economic and fiscal analyses
conducted at level 4 have looked for solutions at level 3 to address the challenges these
analyses have identified. This is shown by the arrow pointing from space (i) to space (ii).
Second, single country case studies that have developed explanations for outcomes
spanning across more than one level may have prompted systematic comparative analyses
aimed at explaining variance in outcomes. The arrow pointing from space (v) to space
(iv) shows this influence.
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Third, the two-sided arrow pointing between single country case studies and crosscountry statistical analyses suggests that negative country case studies have informed the
rent-seeking hypotheses that proponents have tested with cross-country statistically
analyses. Also, positive country case studies such as those on Norway, Chile and
Botswana have plugged the gap between the generically framed conclusion that the
quality of institutions matters for outcomes and the proposed measures that producer
countries should adopt to improve theirs. For example, these have included introducing
natural resource funds and other special fiscal institutions to strengthen macroeconomic
and fiscal management, improving transparency around resources revenues, and
publishing and revising contracts and reforming sector legislation and regulation.
Finally, the work located to the left hand side of Figure 11 has focused mainly on testing
theoretical propositions, derived either from theory that has been developed on the basis
of in-depth case studies or from a priori assumptions adapted from microeconomic
assumptions about the behaviour of individuals in relation to political and policy decision
making. In contrast, the work located on the right hand side of Figure 11 has more often
focused on developing theory on the basis of contrasting and comparing in-depth
analyses of several country cases.
The thicker arrows, labelled ‘Interventions’ and ‘Processes’ indicate how the taxonomy
connects to Quadrant 4 and Quadrant 2, respectively. Those who have emphasised testing
theoretical propositions for their general applicability have provided the connection
between Quadrant 1 and Quadrant 4. These proponents have either sought to warn of
alleged fundamental risks associated with the exploitation of extractive resources, or they
have striven to identify interventions that could turn the prospect of bad outcomes into
potentially good outcomes. That is the global agenda on the good governance of the
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extractive resources sectors with its mission to identify, which rules have led to better
results and where ‘good institutions’ are considered an input to achieving outcomes.
In contrast, those who have emphasised theory development on the basis of systematic
comparative analyses (but also case studies) have generally not shared this ambition.
Their interest has been to navigate the complexity of multi-level processes that underpin
changes in institutional arrangements across more than one of the three levels of social
analyses. This interest provides the connection between Quadrant 1 and Quadrant 2.
Proponents have not viewed institutions as an input to achieving better outcomes, but as
an outcome of such processes. Chapter 3 follows this arrow to discuss the literature on
how institutions change.
3.4

Summary: institutions matter, somehow

This chapter has asked the question: what actually are institutions. Its discussion of the
four levels of social analyses and their respective views on the role that institutions play
has made it clear that there is not one answer to this question. However, it is widely
acknowledged that institutions matter, somehow. This conclusion is the basis of the
global agenda on the good governance of the extractive resources sectors.
The chapter has argued that proponents’ ontological choice on how they have viewed
institutions has conditioned their choice of methodology that they have then applied to
produce the empirical evidence that has supported this global agenda. Its proponents have
argued from a methodological individualist perspective and have advocated institutions
as devices to control the actions of politicians, bureaucrats and resource producers to
ensure the wider public benefits from the extractive resources sectors. They have applied
cross-country statistical analyses to test whether the quality of institutions can be
positively associated with the quality of outcomes. This approach has required choosing
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proxies that could be seen to measure the quality of institutions by means of putting forth
plausible narratives to corroborate this story line. The ability to draw general conclusions
from this approach appealed to the methodological debate that occupied social science
research at the time when most of these analyses where conducted. To recall, this was the
discussion prompted by Designing Social Inquiry that causal inference is about relating
independent variables to a dependent outcome and to strive for the generalisation of
explanations (King et al 1994). However, when proxies for institutional quality left it
rather unclear what they actually measure, proponents simply looked towards the more
successful countries to identify particular sector institutions that could corroborate the
plausible narratives that their cross-country statistical analyses had put forth. These
particular types of institutions are typically located at level 3 and level 2 of Williamson’s
hierarchy.
Others have viewed institutions differently: as collective manifestations of social
relationships that have evolved over time. These place constraints on agency in ways that
are subtler than suggested by those that subscribe to the methodological individualist
perspective. They have also seen institutions as enablers for agency, for example by
bringing parties together to engage in collective action and establish social order.
Proponents have been less tied to one particular type of methodology, but have generally
leaned more towards conducting single country case studies and systematic comparative
analyses. They have also proposed that institutions connect across the different levels.
Hence, rather than honing in on particular sector institutions, they have emphasised
coherence and complementarity across the different levels. Not least, this has made it
more difficult to draw generalisable conclusions on how producer countries should
improve the governance of their extractive resources sectors. The emphasis is on
processes by which greater coherence and complementarity can be achieved, for example
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when producer countries grapple with conflicts and tensions that arise between different
constituencies at the intersection between level 1 and level 2 institutions.
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4.

How do institutions change?68

The previous chapter concluded with the consensus that, whichever way defined,
institutions matter. However, knowing that institutions matter is not the same as knowing
how they come about and how they are changed, particularly if there are several
perspectives on what they actually are. For those who aspire to support positive
institutional change, it might be useful to recognise what social science research that has
focused on how institutions emerge and how they are changed.
This chapter argues that this research views institutional change as the outcome of
contingent processes that results in the profound transformation of the structures that
underpin economic, political and social exchanges. This view challenges the liberal
approach that promotes institutional reforms as a technocratic exercise where politicians,
bureaucrats and their advisors choose among more or less generic institutional designs
and adopt these in an apolitical manner.
4.1

Institutional reforms in the extractive resources sectors

The liberal technocratic approach has guided the institutional reforms that have taken
place in the extractive resources sectors over the past decades. As discussed in Chapters 2
and 3, experts have advised producer countries to adopt blueprints and best practices to
reform dated sector institutions. They have promoted model laws and regulatory
frameworks, fiscal regimes, contracts and organisational-set ups. Countries in Latin
America and Sub-Saharan Africa have followed a similar pattern to privatise their
national resource companies and introduce legal, regulatory and related reforms
(Campbell 2008, 2013, Bastida 2008). By adopting the proposed sector-specific reform
templates, producer countries have, by and large, attracted significant amounts of foreign
68

This chapter draws in part on Dietsche (2012, 2013) published in Hujo (2012) and Dannreuther and
Ostrowski (2013).
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investments in known resource deposits and have succeeded in encouraging interest in
new exploration activities.
The adoption of such sector-specific institutions has been driven by the objective to
encourage positive investment decisions. International development agencies supported
such efforts in the aftermaths of the economic crises of the 1980s in an effort to kick-start
ailing economies by attracting foreign investors to the extractive resources sectors of
developing countries. The reform model at the time was to move away, as far as possible,
from the discredited state-led approach to development that dominated public policies in
the 1960s and 1970s. The assumption has been that generic liberal reform models could
be applied indiscriminately across different producer countries. The good governance
agenda has not altered this assumption. It has merely refocused the types of blueprints
and best practices that producer countries are advised to adopt.69 From institutional
reforms targeted at attracting foreign investment it has moved to suggesting reforms that
increase transparency and reform sector institutions along the lines of the models drawn
from selected well performing countries.
4.1.1

Reform reversals

At the level of producer countries, the adoption of the mainstream liberal reform agenda
has unfortunately not consistently delivered the results expected of them. Although many
countries have experienced positive economic growth at the aggregate level, outcomes
have been less convincing in terms of translating the rents generated from foreign
investments in the extractive resources sectors into broad-based developmental and social
outcomes that could be measured by improvements in social indicators.70 These mixed
outcomes have led a number of countries to review the liberal approach to institutional
reforms.
69
70

See for example Van der Ploeg (2013).
This is documented in several case studies, including those conducted by the ICMM.
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Some countries have gone as far as to fundamentally reconsider this approach. Among
the more extreme cases are Bolivia and Venezuela; both countries have at least in part renationalised their extractive resources sectors. Other countries have reformed, or are still
in the process of re-reforming, the legislative and regulatory frameworks and model
contracts that they had introduced just a few years ago, in order to strengthen again the
position of public authorities to command control over these sectors. This has included
strengthening the role of the NOC, re-introducing national mining companies and
revising sector fiscal regimes. Examples include the case of Tanzania, where Parliament
passed a new Mining Act in 2010 revising the Act it had introduced in the mid–late
1990s.
Peru also introduced a new mining code in the early 1990s. This was done almost
overnight under emergency rule and by executive decree. At the time it was considered
an opportunity to seize the momentum of an economic and political crisis could to
introduce a new mining legal regime. However, after a decade of repeated and worsening
incidences of tensions and conflicts, several changes had to be made to this regime.
Policy shifts towards greater state involvement have also occurred in some of the
countries of the former Soviet Union, including Kazakhstan and the Russian Federation
(Jones Luong and Weinthal 2001, 2006, 2010).
In a number of sub-Saharan African countries contract renegotiations have been
underway. Liberia has renegotiated a minerals development agreement with steel maker
Mittal Steel, supported by an international public campaign led by Global Witness.
Guinea (Conakry) has revisited its minerals development agreements that affect Rio
Tinto’s large iron ore project Simandou as well as the operations of the Russian
Federation aluminium company Rusal. In 2008, the Zambian government set aside the
mineral development agreements that it had entered into with individual mining
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companies only a few years earlier, replacing these with a new Mines and Mineral
Development Act with only minimal prior consultation.
4.1.2

Explaining reversals and backtracking

Several plausible explanations have been put forth to explain why countries have not
upheld the outputs of their liberal institutional reforms. The first of these is ‘resource
nationalism’. It purports that, if prices and demand rise, the governments of producer
countries have greater incentives to demand a higher share of the rent that the resource
developer produces, compared to that which they were happy to accept during an earlier
low-price, low-demand period (Kretzschmar et al 2010).71 The global upturn in
commodity prices since around 2000 has lent this explanation credibility.

A second explanation has referred to the ‘obsolescing bargain’. This concept dates back
to the early 1970s when Vernon (1971) proposed that once a resource deposit had been
discovered and capital investment had been sunk into developing it, the bargaining power
over how to share the rent shifts in favour of the producer country.72 At this point
governments would become inclined to change the terms of the original contract to
demand a higher fiscal stake. Over the past two decades, many producer countries
experienced substantial increases in foreign investment to the extractive resources
sectors, where capital has been sunk into projects that have moved into the production
phase.

Proponents of the school of thought on rent seeking propose a third explanation (subsection 2.2.2.2). The backtracking from the ideal-type institutional reform path is
interpreted as the result of unwilling politicians and bureaucrats not wanting to properly
71

This is a narrow definition of resource nationalism, ignoring the ideological shift that is sometimes
associated with it between state-led and liberal economic management. For further discussion, see
Stevens (2008).
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In the original text, Vernon distinguishes between industrialized and developing countries and he
attributed this problem only to the latter, though giving no explanation why this should be the case.
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implement liberal institutional reforms. Disappointing outcomes are explained with
governments’ lack of political will. Not least, this predisposition is thought to show its
face because commodity prices have taken an upward turn and new projects with capital
already sunk have started to commence production.

A fourth explanation, still in the making, associates reform reversals with pressure put on
politicians and bureaucrats to deliver more tangible domestic benefits from the
exploitation of extractive resources to domestic constituencies.73 Among the plausible
reasons are that some governments may find it increasingly costly to ignore the possible
negative local and macro-level impacts of extractive resources activities. The political
costs of maintaining a narrow political basis to support these activities at the expense of
neglecting other economic sectors may also have been increasing, while at the time it has
become less acceptable to deal with popular discontent in a coercive manner. Pressure on
politicians and bureaucrats may have intensified because of factors that have reduced the
costs of social constituencies to organise and voice discontent, for example because of
urbanisation, democratisation, and the use of electronic social media and other means of
information exchanges.

4.1.3

Challenges

Each of these four explanations faces challenges. The first two explanations, focusing on
‘resource nationalism’ and the ‘obsolescing bargain’, are well aligned with the logic of
the liberal approach to institutional reform focusing on attracting foreign investment to
countries that faced economic crises. Both suggest a bilateral zero-sum bargaining
relationship between resource developers and the governments of producer countries.

73

The author maintains that this explanation can be read out from the literature on the need for resource
developers to deal better with the expectations of local communities and producer countries, and the
literature on the sources of conflicts and collaboration between resource developers, producer country
governments and third parties.
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Thus, when external conditions change reversals and backtracking are predicated.
However, this logic fails to explain why not every producer country has responded in this
way and why, among those countries that have responded in this way, some have gone
further than others. Reversals and backtracking are usually also only viewed as
problematic when they beset lower-income countries. They are rarely considered to
fundamentally deter resource producers investing in higher-income countries. This
suggests that there are different expectations about the behaviour of domestic
constituencies, including politicians and bureaucrats, and how these interact. These are
not spelled out, other than superficial commentary about the lack of ‘good institutions’ or
the persistence of ‘bad governance’.

Because of its close affinity with the rent-seeking explanation of the political economy of
the extractive resources sectors, the third explanation shares this school of thought’s
conclusion that ‘good institutions’ are key for bringing about positive outcomes. It
bolsters the global agenda on the good governance of the extractive resources sectors and
its demand for greater transparency in the expectation that this will result in greater
accountability. Somehow it is hoped that greater transparency could result in a
fundamental, possibly even revolutionary, change in political leadership. However, this
expectation cannot explain how the uncommitted politicians and bureaucrats and their
personal interests on whom poor outcomes are blamed can turn around to commit to
transformational institutional change. Even if political leaders were to change, better
outcomes would not be guaranteed. A characteristically similar new elite may simply
replace the old elite. There is no explicit theory of institutional change, but the mere
expectation that greater transparency will somehow alter the behaviour of key domestic
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constituencies.74 At the same time, there is little evidence that transparency alone can
bring about the broader social transformations that can fundamentally change the elite
structures underpinning political leadership.75

The fourth explanation, at least, offers a starting point for setting out a theory of
institutional change that would seek to link developments in the global energy and
minerals markets with the domestic conditions and collective actions in producer
countries. This is the alternative perspective suggested in Figure 2 of Chapter 1.
Crucially, this conceptual perspective pays closer attention to different country contexts
and therefore recognises that there exists an ambiguity between institutional forms and
the functions these provide in each particular country contexts. Those who have
compared capitalist market economies are well aware of this ambiguity. They point to
considerable diversity in institutional forms across industrialised countries and the similar
functions that these have produced at a higher analytical level.76

Meanwhile, the liberal approach to institutional reforms, both in its older and its newer
good governance version, has focused on institutional forms. It has relied upon macrolevel variables to explain bad outcome, spending little time identifying the micro-level
functions through which positive outcomes are actually achieved. Thus, it has ignored
that alternative institutional forms can, and perhaps should, be considered in order to
deliver desirable institutional functions (Chang 2007, Pagano 2007, Andrews 2008, 2013,
Fukuyama 2013). Chapter 3 made the case that its proponents have primarily focused on
demonstrating statistical links between outcomes and proxies measuring the quality of
74

Notably, the initiatives supported by international NGOs and development agencies are increasingly
being challenged about their weak and implied theory of change. For example, see GIZ (2011) IDS
(2010), and Mejía Acosta (2010).
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There is insightful evidence from the public financial management reform literature, documenting that
where greater transparency has limited the abuse of tax and other revenue channeled through the central
government budget patronage payments have simply migrated into off-budget transactions and resulted in
the accumulation of liabilities that may only surface at a later point in time (Cangiano et al 2013).
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These studies include the work on ‘Varieties of Capitalism’ discussed in sub-section 2.3.2.2 on
industrial policy and comparative institutional advantages.
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institutions. However, in tracing how poor outcomes have really come about, it is not
enough to merely draw on plausible narratives that emphasise government or state failure
by pointing to some apparently wrong form of institution in place.

Not least, the difference between institutional forms and functions is worth recognising,
because institutional theories typically emphasise the micro-level functions that ‘good
institutions’ provide towards enhanced economic exchange. Initially it was economic
historians and sociologists who developed such theories based on their empirical research
tracing improvements in technology and labour productivity to transformational
institutional change (North et al 1966, Moore 1967, Polanyi 1977:1944, North 1990, Tilly
1992, Olson 2000, Bates 2001, Mahoney and Rueschemayer 2003, Greif 2006, North et
al 2009). It is these proponents who have also put forth the working definitions of what
institutions actually are. Their emphasis on functions has stressed that institutions can
help address information asymmetries. They can also reduce transaction costs, turn
uncertainties into calculable risks and help overcome collective action problems. They
can also resolve commitment problems and therefore help to ensure that economic
transactions can be completed without the contracting parties having to fear being
cheated. Functions such as these have been associated with the ability of economies to
produce and trade more sophisticated goods and services over longer distances and
extended time frames. At the same time, these proponents also recognise that institutions
are not good per se. It is also institutions that can undermine these functions by, for
example, increasing information asymmetries and transaction costs for some
constituencies and reducing them for others.

4.2

Theories on institutional change

Theories on institutional change are as varied as there are definitions of what institutions
actually are. They reach from proponents who see such change as an evolutionary process
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of natural selection to those that suggested institutional change processes are guided by
ideologies and principles (Kingston and Caballero 2008). However, there is a common
denominator across the various theories: they all seek to explain major transformations in
the structures that underpin economic, political and social exchanges and why these have
occurred (Immergut 2005). For example, such transformations typically include changes
in political regimes and in economic systems. These often involve constitutional changes
and changes in property rights, which are sometimes associated with fundamental shifts
in the distribution of domestic and geopolitical power and resources. Another common
denominator is that proponents of theories of institutional change have typically pursued
a systematic comparative perspective in order to understand the processes that have set
off such transformations, why they have happened in some countries but not in others,
and why they took off in one direction in some countries but in another in others.
Figure 12 depicts Quadrant 1 and Quadrant 2 of the conceptual framework matrix on the
four uses of the governance concepts. The social science research on institutional change
sits in Quadrant 2, where such change is seen as the outcome of contingent processes.
Quadrant 2 suggests that processes of institutional change run across the various levels at
which social scientists have analysed institutions, irrespective of how precisely they have
defined them. This means that institutional change happening at one level is poised to
require commensurate changes at other levels. Williamson (2000) has suggested that each
higher level conditions those that lie immediately below, but there are also feedback
loops from the bottom up. This is indicated with the downward and upward pointing
arrows. Recalling also from Chapter 3, conflicts and tensions over resources have been
observed to occur most often at the intersection between levels 1 and 2. Figure 12
indicates this with the dotted horizontal line.
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Figure 12: Institutional change – input versus outcome

Source: author’s figure.
Quadrant 2’s focus on institutional change as the outcome of processes differs from most
of the work on the governance of the extractive resources sectors that was summarised in
Chapter 2 and is located in Quadrant 1. As indicated in Quadrant 1 of Figure 12,
proponents of the liberal approach to institutional reforms have typically viewed the
‘quality’ of sector specific institutions as an input to achieving desired results. With
reference to Williamson’s hierarchy, they have stressed that the desired outcomes located
at level 4 can be achieved by reforming sector specific institutions at levels 3 and 2. This
logic is reflected by the dark-shaded leftward and downward pointing arrow of Quadrant
1 that points from levels 2 and 3 down to Quadrant 4. Meanwhile, the dark-shaded
upward and rightward pointing arrow shows the overlap between the systematic
comparative analyses on extractive resources sectors explained in Chapter 3 with the
social science research on institutional change. Figure 12 indicates the fault line between
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these two schools of thought with the dotted diagonal line running between the two darkshaded arrows.
Contrasting these two perspectives on institutional change conveys several strong
messages. First, placed in different country contexts similar institutional forms may
deliver quite different functions. Meanwhile, it is possible to achieve similar functions
through different institutional forms (Chang 2007, Pagano 2007, Andrews 2008, 2013,
Fukuyama 2013). This message renders questionable the mainstreaming of institutional
forms as the substance of the liberal institutional reform agenda. It suggests that more
thought needs to be given to the question how proposed institutional reforms may interact
with the already given institutional arrangements of producer countries.
Second, doubts are also cast on the narrative that liberal institutional reforms are a
suitable means to contain the risk of government or state failure. The liberal institutional
reform agenda has built on the rhetorically convenient dichotomy of state failure versus
market failure. However, the institutional forms typically associated with this dichotomy
are not per se features of ‘good governance’ and they cannot guarantee the desired
functions. Thus, the alleged risk of state failure is a poor guide for deciding on the
content of institutional reforms. Meanwhile, proponents who have focused on the microlevel functions of institutions have stressed that state failure and market failure have
common causes: institutions can address, but also cause, both types of failures. In their
effort to understand how institutional change relates to bringing about major
transformations in economic, political and social structures, these proponents have
usually refrained from deliberating suggestions on how institutional reforms should be
conducted to deliver these functions in different country contexts. They also have not
suggested that there is but one institutional reform agenda that can deliver these
functions.
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Third, for policy advisors supporting the liberal approach to institutional reforms, the
debate on ‘good governance’ has provided a convenient explanation for why outcomes
have been mixed (Mkandawire 2012). Rather than revisit this reform approach per se,
they suggest that differences in outcomes are due to what politicians and bureaucrats have
made out of it. This explanation has left resource developers in a difficult position. By
gaining access to extractive resources they have benefited from the liberal approach to
sector institutional reforms. However, the advocacy behind the good governance agenda
expanding the liberal approach sees resource developers acting in a socially irresponsible
manner if they are working in producer countries where the government and its state
apparatus are seen as the source of ‘bad governance’. At the same time, they are in at
least some producer countries facing increasing challenges to safeguard their access and
rights to resources. This challenge is not the result of the global good governance agenda,
but the expectations that the governments and wider social constituencies in producer
countries are raising vis-à-vis resource developers. As suggested in relation to Figure 2 in
sub-section 1.2.1 discussed in the introduction to this thesis, there would appear to be
several disconnections between the developments that take place at the global, the
national and the local level. Figure 2 contrasted the top-down conventional perspective
that underpins the global agenda on the good governance of the extractive resources
sectors against an alternative perspective that set out a multi-level playing field linking
internal changes in producer countries with global energy and mineral markets and the
operating environment of resource developers. To recall, the key message of the
discussion around Figure 2 was the theory of institutional change implicit in the
conventional perspective is too simplistic, because it presumes it is possible to generalise
recommendations for institutional reforms across different country contexts.

Fourth, the evolving debate on how to build cross-sector linkages between the extractive
resources and other economic sectors throws further challenges at the liberal good
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governance institutional reform agenda. Turning sub-soil natural resources into other
forms of human and physical capital is about integrating the extractive industry sectors
with the rest of the producer country’s economy. The experiences of countries that have
used their extractive resources industries as a catalyst for industrial development
challenge the unqualified adoption of the liberal institutional reform agenda, because they
are supporting the re-discovery of industrial policy as a legitimate policy tool to support
economic and social transformation.

4.3

Property rights – input versus outcome

This section discusses the social science literature on property rights to further illustrate
the difference between the liberal approach to institutional reforms and the concerns
raised by its critics. There are three reasons why this literature suits this objective. First, it
overlaps with the literature that which focuses on the dynamics underpinning major
economic, political and social transformations. Second, the concept of property rights has
been applied to investigate a wide range of economic, political and social challenges in
relation to the governance of natural resources (Bates 1989, Alston et al 1996, FirminSellers 1996, De Soto 2000, Ostrom et al 2003, Haber et al 2003, Evans 2007, Scott
2008, McHarg et al 2010). Third, the liberal institutional reform agenda has emphasised
the provision of stable property rights as an important prerequisite for attracting foreign
investment.
Property rights are a well-established analytical concept in the social science literature.
They are broadly defined as a set of interpersonal relationships that underpin the ability
and the power of economic agents to use, manage, transfer or alienate resources, or to
take an income or rent from their use. Thus, property rights are located at levels 1 and 2
of Williamson’s hierarchy. A well-recognised definition suggests that they are ‘social
institutions that regulate the use of scarce resources by assigning and enforcing rights
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and duties’ (Eggertsson 2005, p. 27). Social institutions are defined as the humanly
devised constraints and associated enforcement mechanisms that generate incentives,
behaviour and outcomes in social groups (North 1990). Sometimes, property rights are
described as a ‘bundle of rights’, because they are often granted with varying degrees of
exclusivity, flexibility, duration, transferability, divisibility and quality of title (Scott
2008). For example, the licenses granted to resource developers may be valid for a
shorter or longer period of time and rights to resources may be transferred at an earlier or
later stage of the production process.77
When the social science concept of property rights is applied to the resources sectors it
has to be remembered that property rights are social constructs that comprise rights and
responsibilities enforced not only by formal, but also informal rules (Firmin-Sellers 1996,
Haber et al 2003, Acemoglu and Johnson 2005, Chang 2007, Scott 2008, Watson
Hamilton and Bankes 2010). It is social institutions that make rights to extractive
resources real. The formal rules comprise sector legal frameworks, which formalise these
rights to a greater or lesser extent.
Figure 13 maps the four tiers of sector legal frameworks into the appropriate two levels of
social analyses of Williamson’s hierarchy. Notably, sector legal frameworks start at level
2 of the hierarchy; which alerts to the challenge raised in Chapter 3, and also highlighted
with respect to Figure 12, that conflicts and tensions around access to extractive resources
often occur at the intersection between levels 1 and 2.
The first and second tiers comprise the producer country’s Constitution and its Sector
Legislation, respectively. Both are situation at level 2 of Williamson’s hierarchy. Placed
within level 3 are the third and the fourth tier of sector legal frameworks. The third tier
comprises the Contracts and Agreements between the resource producer and the
77

For example, this is reflected in the legal differences between concessions and contractual regimes that
are discussed in Chapter 6.
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government as well as other third parties, including its supply and sales contracts. The
fourth tier comprises the contractual arrangements that may exist between the members
of a resource developer consortium, such as for example Joint Venture and Joint
Operating Agreements between majority and minority partners and between the operating
and non-operating partners.
Figure 13: Property rights and sector legal frameworks

Source: author’s figure.
The analyses located in Quadrant 1 have seen particular aspects of sector legal
frameworks as critical inputs to achieving positive outcomes. For example, the liberal
institutional reform agenda has focused on making Sector Legislation particularly
attractive to foreign investors; meanwhile the more recent contract transparency agenda
demands open contracting as a potential panacea to improve sector governance and thus
achieving good outcomes. Meanwhile, the analyses located in Quadrant 2 see the various
tiers of sector legal frameworks as the outcome of multi-level processes of institutional
change. They conjecture that getting these aligned precedes the achievement of positive
outcomes.
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4.3.1

The liberal school of property rights

The most prominent strand of the property rights literature is the liberal school of
property rights. This school sits firmly within Quadrant 1 and has provided the
intellectual basis for the sector reform approach promoted during the 1980s and 1990s. It
has emphasised the provision of well defined and secure monopoly rights as a critical
‘input’ for private investment in the resources sectors.
In the early 1960s, Ronald Coase made a crucial contribution to this school. He suggested
the assumption that in the absence of transaction costs self-interest will always guide the
members of a society to contract for the establishment of political structures and systems
of property rights that maximise national wealth (Coase 1960). This contribution evolved
into the ‘Coase theorem’, where its proponents drew on this assumption to support the
narrative that self-interested economic agents prefer exclusive private property rights and
that they are less keen on rights that they have to share with others. Economic agents
were thought to take better care of their own property, so more exclusive rights would
generally be better for society as a whole.
This interpretation of the Coase theorem has had two important consequences for the
development of natural resource governance frameworks.78 First, private economic agents
have been expected to exert bottom-up pressure on governments to shape sector
legislation and associated contracts and agreements towards the provision of more
exclusive rights. In turn, this strengthens the incentives of private entrepreneurs to
channel investments towards a more efficient exploitation of natural resource rents, from
which governments will also benefit. Second, private economic agents are in general
thought to be better suited to develop natural resources and exploit resource rents. This
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See Yalcintas (2013) for a discussion on the (mis-)interpretation of Coase’s original work and the
subsequent lock-in of the ‘Coase theorem’. See also Ricketts (2014).
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puts the right to exclude others from exploiting natural resource rents at the heart of
sector legislation and associated contracts and agreements.
At least three bodies of work have supported these interpretations. The first includes an
influential series of empirical studies conducted in the 1960s and 1970s on the
development of native private land ownership in parts of Canada as well as early mining
legislation in the American West (Demsetz 1967, Umbeck 1977, 1981, Libecap 1978).
These studies provided the empirical basis for the hypothesis that economic actors who
stand to benefit from more exclusive and more precisely defined property rights will
mobilise to initiate regime change towards this end. Potential winners will engage in
collective action and exercise political pressure to demand such rights. The initial triggers
for such demand have been thought to be exogenous and are similar to the external
factors highlighted in the introduction of this volume, including global geo-economic and
geo-political power shifts, technological innovations and demographic and migratory
pressures. As these factors lead to increases in the value of resources in the ground, it
becomes worthwhile for potential winners to demand regime change and to exploit the
new economic opportunities.
The empirical narrative goes that miners in the American Gold Rush were driven by such
opportunities but were seriously hampered by contestation over claims of ownership. So
they started to engage in collective action to develop localised practices that would help
them to resolve their disputes. In the absence of a credible public authority stepping in to
define and enforce rights, miners collaborated to develop localised mining regimes that
assigned and enforced individuals’ rights over extractive resources that had been explored
and discovered. With the introduction of order into the initial scramble for mineral
resources, local miners gained greater certainty. This in turn allowed them to become
more efficient and benefit from increases in scale. Later on these local district mining
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regimes were incorporated into US federal mining legislation (Libecap 1996). Some have
considered this development the beginning of America’s successful path of resourcebased economic development (Wright and Czelusta 2007).
A second body of work has investigated the impact of the ‘rule of law’ on economic
performance. Based on the policy conclusions derived from the apparent confirmation of
the ‘Coase theorem’, a series of cross-country quantitative analyses have demonstrated
that countries with stronger ‘rule of law’, i.e. better protection of property rights,
outperform those with poorer governance indicators (Haggard et al 2008). Obviously,
policy advisers have concluded from this research that countries seeking to boost
economic growth by drawing on their natural resources wealth should first and foremost
strengthen their sector legal frameworks.
The third body of work evolved around the postulate of the ‘tragedy of the commons’. In
1968 Garrett Hardin suggested that when resources are owned in common rather than by
private individuals, each user has an incentive to overexploit these resources for his/her
personal gain (Hardin 1968). The result is unsustainable resource exploitation, which
ultimately undermines the common interests of the community. Thus, ownership over
natural resources should preferably be assigned (or licensed) to private economic agents,
because they would balance their short-term and long-term interests and ensure that
resources are exploited in a sustainable manner. This policy conclusion has also been
used to argue that granting exclusive rights to private resource developers would be best
for ensuring the sustainable exploitation of extractive natural resources (Daintith
2010b).79
This reference to Hardin’s postulate is rather surprising, for two reasons. The first is that
Hardin has been challenged for confusing resources ‘owned in common’ with so called
79
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‘open access’ regimes. However, the distinction between these two types of property
rights regimes is critical with respect to conflicts between resource developers and rural
and/or indigenous communities whose livelihoods and/or group identify depend on
resources, which they own in common on the basis of traditional forms of governance.
This includes grazing rights, rights to water, rights to cultural sites and other land user
rights. For example, the Australian Native Title Act, referenced in Chapter 3 to explain
the connections between the four levels of Williamson’s hierarchy, obliges resource
developers to follow a process that establishes whether and what kinds of indigenous
rights to resources exist in the geographic area for which a license has been obtained.
The second reason for surprise is that Hardin’s postulate not only referred to renewable
resources, but it has also been overhauled. Since the 1960s extensive comparative
empirical and theoretical research has been conducted showing clearly that there is not a
single form of ownership that constitutes a per se first-best solution for sustainable
resource management (Ostrom et al 2003). This research has confirmed that sustainable
outcomes can be achieved, irrespective of who owns resources (i.e. irrespective of
whether they are privately owned or owned by the state or by communities), and that
there are always additional conditions that have to come into play (Ostrom 2005).
4.3.2

Critique of the liberal school

Although the liberal school of property rights has dominated, and continues to be
dominant in policy advisory circles, several strands of research have picked up on its
weaknesses. Its critics include, again, comparative economic historians and institutional
economists but also lawyers concerned about how non-market institutions have supported
economic development through encouraging local, national and international trade and
finance (Moore 1967, Polanyi 1977/1944, North 1990, Olson 2000, Lachmann 2000,
Williamson 2000, Acemoglu 2003, Acemoglu and Johnson 2005, Eggertsson 2005,
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Evans 2007, Nicita and Pagano 2008, Acemoglu and Robinson 2012). Notably, among
these critics are also proponents who have put forth structural explanations for variance in
outcomes across producer countries (see Chapter 2).
The first weakness that critics have raised is that the liberal school makes the assumption
that economic decisions and transactions are free of costs. This assumption is based on
the ‘Coase theorem’, which has been recognised as a particular (mis-) interpretation of
Ronald Coase’s 1960s article on ‘The Problem of Social Costs’. Yalcintas (2013) argues
that Coase’s reference to the assumption of zero transaction costs was neither the central
message of this article, nor was it an assumption that Coase wanted to convey as one that
would serve economic enquiry.80 In the real world, there are always transaction costs.
These include, for example the costs associated with obtaining information, engaging in
bargaining, and enforcing agreements. Contrary to the assumption of zero transaction
costs, those who have investigated the broader historical and social foundations of
capitalist market economies have highlighted the important role that social institutions
play in helping economic agents to reduce and manage transaction costs. For example,
they point out that social institutions coordinate behaviour, which in turn affects the risks
that economic agents associate with the costs and the returns of their economic decisions.
They also constrain economic agents in how they can manipulate and alter property rights
to their advantage, at the potential detriment of broader social outcomes. Thus, social
institutions are critical to how capitalist markets work (or don’t).
Related is the question how socially beneficial market institutions have evolved and why
in many countries institutions have not evolved in socially beneficial ways. The argument
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Yalcintas makes the case that the ‘Coase Theorem’ has lived on and provided one of the bases of much
of economic thinking since the late 1960s, because the positive epistemic costs of correcting the 1960s
mis-interpretation of Coase’s real message have become too high. Since then, the theorem has served
different strands of economic and legal thinking, despite the conflicting interpretations of its meaning.
See also Nicita and Pagano (2008) and Ricketts (2014).
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is that transaction costs advantage some economic agents over others to shape social
institutions in their favour.
The second issue is that exclusive property rights cannot simply be secured by reforming
sector-specific legislation and by signing contracts and agreements. The strength of such
rights is underpinned by their legitimacy, which in turn is the ‘outcome’ of political
processes taking place largely within the borders of sovereign nation-states. The critical
function of legitimacy is to reduce the cost of enforcing property rights. The argument is
that the legitimacy to grant exclusive rights requires a positive trade-off between the
benefits and costs associated with the granting of such rights. A key factor affecting this
cost-benefit trade-off is the extent to which citizens are able to challenge public
authorities to deliver on the duties and responsibilities of sovereign nation-states vis-à-vis
their citizens. For example, if governments, resource developers and third parties put in
place broadly accepted measures that ensure that potential negative externalities are not
simply off-loaded onto local communities and other economic sectors this reduces the
likelihood of protests and other costly forms of discontent.81
The critics of the liberal school do not deny the importance of stable and secure property
rights for positive investment decisions. They acknowledge that such rights are important
for encouraging private companies to explore and produce oil, gas and mineral resources
in countries with difficult political and economic environments. However, they stress that
simply reforming a country’s sector legal framework to pursue the narrow objective of
attracting foreign investment is not enough to ward off and discredit potential domestic
resentment against such reforms, nor is it enough to bring about economic development.
This suggests that legal provisions to ascertain property rights are double-edged swords.
81

For resource developers this means that, although legal frameworks and contracts may appear to grant
clear and defendable resource property rights on paper, it is only their legitimacy supports enforcement.
Where legitimacy is weak and informal rules are at odds with formal rights granted, coercion and force
can be used for at least some time to maintain legal, fiscal and contract stability. This comes with costs,
and if these costs are rising, governments come under pressure to reassess their stance.
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Rights on paper do not build the political coalitions necessary to guarantee their stability
over time. For example, this has become obvious in places such as Peru, where changes
to property rights affecting the extractive resources sectors were enacted under
exceptional economic and political circumstances with little attention paid to building
broad-based coalitions supporting these changes (ICMM 2007a, 2013b).
Ultimately, by focusing only on a narrow set of benefits associated with granting
exclusive property rights, the real costs associated with the provision of such rights have
been ignored (Nicita and Pagano 2008, Katz and Owen 2009, Pistor 2002). Important
political and social implications inevitably arise from how these costs are distributed.
These can affect the relationship between governments and resource developers. For
example, resource developers and industry observers have noticed that more governments
designate responsibilities directly to resource developers. Such responsibilities are
mandated in the form of social investments and/or setting increasingly stringent
conditions around specific objectives such as local content and local employment targets,
financing shared infrastructure or delivering subsidised resources to domestic markets.
To further identify what might lie behind such pressures, the next three sub-sections
focus on three questions. These are (1) what role do nation-states play in the provision of
property rights; (2) what are the wider socio-economic benefits of providing property
rights as a ‘public good’; and (3) how do elite constellations and pre-existing institutions
affect the cost/benefit trade-offs of providing private property rights.
4.3.2.1 Nation-states and the provision of property rights
The answer to the first question what role do nation-states play in the provision of
property rights is the following: private companies can only enjoy exclusive rights over
natural resources if some sort of collective entity absorbs and distributes the costs of
defining and enforcing such rights for them. Nation-states play a critical role in defining,
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guaranteeing and enforcing private property rights, irrespective of who initially owns
extractive natural resources.
Philosophically, this answer is underpinned by the argument that nation-states hold a
monopoly over the use of sovereign power. This gives them a comparative advantage
over the provision of property rights. In exchange for more exclusive property rights,
nation-states can impose duties and responsibilities on the beneficiaries to cover the costs
associated with the provision of such rights, including administrative, political, social,
and environmental costs. When private resource developers are granted rights to explore
and develop extractive resources, they have to share part of the economic rents with the
nation-state. This is usually called taxation, but may also involve other forms of revenue
mobilisation. For example, in countries where tax administration is particularly weak
revenue may be mobilised in-kind, such as Chinese companies building shared
infrastructure in the Democratic Republic of Congo. In theory, countries and resource
developers should both gain, as long as the wider socio-economic benefits derived from
granting exclusive property rights outweigh the political, economic and social costs of
defining and enforcing such rights.
A historical argument also supports this role of the nation-state. The argument goes that,
in expanding their territorial reach across Europe, the ruling elites of emerging nationstates needed better access to capital, which prompted them to strengthen their power.
Initially, sovereign power was exercised through the deployment of armies paid for by
coercively taxing communities. But political elites learned to use their authority more
effectively and collaboratively, by forging productive alliances with new economic elites.
The development of mineral law in Europe is part of this story, whereby the principle of
‘first come, first served’ reflected a mutually beneficial deal between political rulers and
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free miners.82 Nation-states developed increasingly elaborate political-administrative
systems to define and enforce exclusive resource property rights for eventual, though not
immediate, expansion to broader constituencies. New economic elites created new value,
thus giving the state greater access to capital and allowing it to expand its revenue base
and eventually provide more public goods and services that further enhanced broader
based economic opportunities (Tilly 1992, Lachmann 2000, Bates 2001, North et al 2009,
Lichbach 2010, Tanzi 2011).
The development of district mining legislation in the American West provides an
example of what happens in the absence of a collective political entity as represented by
nation-states. The previous sub-section explained the view of liberal scholars that, in the
absence of such a collective authority, local miners engaged in a process of bargaining
and negotiating district mining legislation from the bottom-up. By adhering to the Coase
theorem, they assumed that this process was free of transaction costs, or at least that
transaction costs made no material difference. However, critics argue that, in the absence
of an authoritative public entity, local miners faced a serious collective action problem to
solve disputes over competing claims among themselves. To minimise transaction costs,
the miners resorted to their shared knowledge of the European principle of ‘first come,
first served’ as a working practice for managing claims.
To test this hypothesis Clay and Wright (2003) investigated historical records on claim
disputes and controversies and found that district mining legislation did not fully resolve
conflicts around mining claims. Many incidences of dispossession, favouritism and
cronyism in dispute resolution continued to occur even after the bottom-up negotiated
district mining legislation had been developed. They conclude that the collective action of
local miners did not lead to the development of a minerals regime that provided secure
82

This principle was first mentioned in chapter 3 as an example of a level 1 institution, and it will be
discussed further in chapter 6.
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titles. Adhering to the principle of ‘first come, first served’ merely helped local miners to
establish a system that helped them manage ‘access’ to claims. This constituted a
marginal improvement to the preceding chaotic scramble. Property rights only become
more secure with the further consolidation of the liberal American nation-state
developing and enforcing sector legislation under the 1872 Federal Mining Act.
4.3.2.2 Property rights as a ‘public good’
The answer to the second question what are the wider socio-economic benefits of
providing property rights as a ‘public good’ is the following: nation-states support the
creation of value and expand their revenue base, if they are able to define and enforce
property rights more broadly than just for a narrow set of beneficiaries (De Soto 2000).
By implication, the oil, gas and mining sectors are more likely to deliver wider socioeconomic benefits, if such rights are also provided to other economic sectors as part of a
comprehensive and consistent legal framework. In more theoretical terms, this is to say
that nation-states ought to provide property rights as a ‘public good’. This is the case
when the protection and security of the rights of one economic agent does not negatively
impact the protection and security granted to another economic agent and his/her rights. It
is this aspect that matters most for countries providing strong ‘rule of law’ (Acemoglu
and Johnson 2005, Hoff and Stiglitz 2005, Katz and Owen 2009). This suggests that
when policy advice focused just on reforming legal frameworks specific to the oil, gas
and mining sector, this advice was effectively based on a misinterpretation of the findings
of comparative research on the impact of legal frameworks on economic development.
The fundamental challenge with public goods is that they tend to be undersupplied. This
is because by definition they are ‘non-rival’ and ‘non-excludable’: everybody benefits
from their existence but nobody wants to voluntarily pay for their provision. As game
theory has shown, nation-states can address this collective action problem by deploying
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their monopoly over the use of power. Using taxation they can compel beneficiaries to
commensurately pay for the benefits they derive from the provision of exclusive property
rights. Once the collective action problem is overcome, economic opportunities expand
and more people can benefit. This is what characterises socially responsible market
capitalism. This is of course also the empirical story for Europe, where domestic political
pressure increased the costs for political elites providing monopoly rights to themselves
and their aligned economic elites. The responses of political elites to the costs of rising
pressure from new economic elites, as well as from organised labour and other broaderbased social constituencies, was critical for maintaining political order and an overall
positive trade-off.83 However, this required a commensurately higher level of public
benefits. In Europe, this development led to an expansion of administrative capacity to
tax and a more broad-based provision of property rights. Thereafter came the transition
away from coercive use of power to less person-focused and more rules-based systems of
governance. Put together, it ultimately brought about a higher level of state financial and
regulatory activities and also greater personal freedoms, while at the same time it scaled
back the privileges political elites had previously enjoyed.
In countries with considerable oil, gas and mining reserves it is often the case that secure
property rights are not provided as a public good. Political elites define and enforce
exclusive rights only to a small constituency, so called ‘clubs’ of beneficiaries, who
generate the revenues that allow political elites to survive. Because the oil, gas and
minerals industry can survive without extensive linkages to other domestic economic
sectors, as long as production inputs can be imported from abroad, political elites can
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For the sake of complementarity, it should not be forgotten that when the fundamental shift from
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economic systems (Alber 1982, Esping-Andersen 1999).
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more easily get away with providing property rights as ‘club goods’ to a select group of
resource developers.
A number of comparative case studies on resource-rich countries have used the ‘club
goods’ hypothesis to show how narrow alliances between political and economic elites
can limit the provision of secure property rights only to a select group of resource
developers, who in turn generate sufficient financial and other benefits for political
stability to be maintained (Haber et al 2003, Snyder 2006, Jones Luong and Weinthal
2010). The consequences are twofold. First, while narrow political-economic alliances do
well, there are limited wider benefits for the economy and society as a whole. Second,
while ‘club goods’ based political arrangements can remain stable for some time, they are
destined to run into difficulties when the benefits become insufficient to counter domestic
pressure building up to distribute benefits more widely and to compensate those who bear
the negative consequences of the country’s overt reliance on an export-oriented resources
sector.84
When faced with growing domestic pressure, governments need to gain domestic
strength. This can lead to at least two scenarios. First, governments can increase their use
of coercive power to maintain the political status quo. The cost of this strategy depends
on the relative strength of non-elite domestic constituencies. Second, governments can
aim to increase their legitimacy and political strength by expanding the positive reach of
the state apparatus to improve public policies and provide more inclusive economic
opportunities. It is difficult to dismiss the pursuit of the second strategy as just another
feature of ‘resource nationalism’. On both normative as well as analytical grounds,
nation-states should not be undermined when they strive towards expanding the provision
of property rights as a ‘public good’. It is, in fact, a distinctive feature of the liberal
approach to international relations to establish and confirm international norms on the
84
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duties of nation-states vis-à-vis their citizens as a means to discourage national elites
from pursuing the coercive route.85 The challenge for resource developers is that this
invariably means higher production costs, and therefore a loss of value as estimated on
the basis of the status quo.
4.3.2.3 Trade-offs
The third question was how do elite constellations and pre-existing institutions affect the
cost/benefit trade-offs of providing private property rights. The answer to this question is
not straightforward. While nation-states play a critical role in defining, guaranteeing and
enforcing private property rights, the provision of such rights is not cost free, nor does it
automatically benefit everybody.
Nation-states are not monolithic entities. It would be rather unrealistic to assume that
nation-states as collective entities can perfectly recognise all costs, ensuring that they
collect a commensurate share of the resource rent that resource developers generate, and
that they re-allocate the rent received to cover administrative costs and compensate the
individuals, communities and other economic sectors that have been negatively impacted.
In reality, the true costs are often difficult to recognise at an early stage. When they do
arise later, some can more easily be socialised or off-loaded onto social groups that are
too weak and/or too unorganised to avert this outcome. The presence of transaction costs
makes it very likely that some agents are more privileged in capturing benefits, while
others are disproportionately shouldering costs and may struggle to negotiate some form
of compensation or benefit sharing.
Pre-existing institutions facilitate the strategic actions of different constituencies to
manipulate trade-offs and to direct institutional changes towards serving their particular
interests. Thus, negotiated changes to property rights do not necessarily need to present
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an improvement, at least not for everybody. Yet, with its narrow focus on benefits the
liberal school assumes that changes to property rights regimes towards more exclusivity
always constitute an overall improvement. Crucially, this ignores the moral question
about how much inequity in the distribution of benefits and costs a government can
justify. Second, it ignores the economic question of at what point a skewed distribution of
benefits and costs institutionalises unproductive rent seeking and other features of the
‘resource curse’ that undermines a country’s overall social and institutional capital.
This critique does not suggest that reforms driven by vested interests are inherently bad.
It does, however, demand that an analytical lens be placed upon the issue and prompts
more careful consideration of the domestic distribution of the costs and benefits, rather
than just assuming overall positive outcomes. Shaping exclusive resource property rights
regimes towards the interests of advantaged elites can serve a country well over the
medium- to long-term, depending on the configuration of additional variables. It is these
additional variables that the critics have sought to identify, by contrasting and comparing
country cases.
One of the analytical concepts used to identify under what conditions a positive overall
trade-off might occur is the ‘commitment problem’ (Olson 2000, Acemoglu 2003, Bates
2008). This problem is defined as the vicious circle where any government strong enough
to arbitrate property rights is also strong enough to abrogate these rights. This means that
the power of a nation-state capable of defining, enforcing and arbitrating property rights
is not by itself sufficient to prevent the malign abrogation of these rights when this suits
particular interests. Theoretical solutions to the commitment problem can reveal under
what conditions abrogation might, or might not, take place.
An important line of enquiry has been whether, in comparison to unsuccessful cases,
there are common configurations of critical variables across successful cases (Eifert et al
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2003, Haber et al 2003, Snyder 2006). Comparative case studies summarised in Chapters
2 and 3 have shown that positive results are most likely when there are self-reinforcing
bargains struck between political and economic elites as well as between these elite
alliances and non-elites. This points to two critical relationships: the first is the
relationship between political elites and the economic constituencies upon whom
government depends for most of its revenues; the second is that between these elite
alliances and wider socio-political interest groups upon whom the government relies for
its broader legitimacy (but who might also influence the non-government economic
elites). It would appear that the more critical relationship is the second one, where the
elite alliances supporting the government that leads the nation-state as the collective
entity granting and guaranteeing exclusive property rights over resources may, or may
not, be exposed to wider constituencies putting pressure on how it grants such rights,
imposes duties, absorbs costs, collects revenue, and reallocates expenditure to serve
broader economic, political and social objectives. For an overall positive outcome, the
critical factor appears to be achieving a mutually advantageous tripartite dynamic
between political and economic elites, and their relationships with broader socioeconomic interest groups. Exogenous shocks to domestic market conditions can affect
this relationship in positive as well as negative ways, not least conditioned by whether
resource developers decide to respond to public needs in a confrontational or a more
collaborative manner.
4.4

Summary: in need of better theory

This chapter has asked how do institutions change. It has contrasted the liberal approach
to institutional reforms against the wider social science literature that sees institutional
change as the outcome of contingent processes bringing about profound transformations
of the structures underpinning economic, political and social exchanges.
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The liberal approach to institutional reforms has focused on putting in place measures
that help to attract foreign investment. In this context, the reform of sector legal
frameworks has been viewed as a crucial ‘input’ to encourage positive investment
decisions. Policy advisors have prioritised the perceived need for stable property rights,
based on the argument that resource developers invest in countries where they find sector
legislation and fiscal terms to be most favourable (Onorato 1995, IBRD/ The World Bank
1996). The chapter has drawn on the concept of property rights to explain how the liberal
school of property rights has provided the intellectual underpinning of this reform
agenda. This school of thought has built its policy conclusions on the ‘Coase theorem’
and other arguments developed since the 1960s, suggesting that exclusive private
property rights are key to successful resource sectors development. The liberal
institutional reform thinking that emerged from the 1980s followed from there on.
The chapter has also argued that the various explanations for the observed mixed
outcomes of the liberal institutional reforms have not been satisfactory, because they
cannot explain the reform reversals and backtracking that have happened in some
countries and the conflicts and tensions that have continued to persist, and in some cases
increased, in others. Two of the four explanations, namely ‘resource nationalism’ and the
‘obsolescing bargain’, rely on pointing to conditions external to producer countries as the
source of changes in the presumed bargaining relationship between resource developers
and governments. Thus, there is no questioning of the liberal institutional reform agenda
per se. The third explanation extends the liberal institutional reform agenda by
emphasising ‘poor governance’ as the source of poor outcomes. This explanation bolts
onto the liberal approach to institutional reforms the global agenda on the good
governance of the sectors by asking for greater transparency in the hope that this will lead
to greater accountability. Proponents implicitly apply the ‘Coase Theorem’ and therefore
the rather simplistic logic that once more information is made available citizens will
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demand additional institutional changes from their governments. Once these demands
have been responded to, economic, political and social outcomes are expected to
improve.
The fourth explanation builds on the alternative perspective discussed in relation to
Figure 2 in Chapter 1. It draws on the insights gained from the institutional theories
developed by economic historians and sociologists who have not per se subscribed to the
conclusions derived from the ‘Coase theorem’ and its assumption that economic
decisions and transactions are free of costs. This explanation stresses context-specific
domestic dynamics, seeing these as potentially enforced by developments at the level of
international energy and minerals markets, but not solely caused by these. It brings out
the ambiguity that exists between institutional form and function, which has been well
documented in the comparison of advanced capitalist economies. It also stresses that
particular institutional forms, including exclusive private property rights, are not good per
se, because they increase costs for some and reduce them for other constituencies. This
renders it much more difficult to determine the substance of well-meant institutional
reforms. At the same time it emphasises that the change processes and the steering of
these in the right direction is critical. Setting this direction has to do with gaining the
broad-based legitimacy of property rights regimes and thus, this incorporates a normative
perspective on the role of the state vis-à-vis citizens, including the private sector and its
shareholders.
The challenge of the fourth explanation is that it still remains conceptual and is not
underpinned by a theory that specifies the causal directions of the relationships across the
three levels covered by the alternative perspective: namely the evolution of global energy
and mineral markets, the economic and wider public policy stances of producer countries,
and the business strategies and practices of resource developers. Nevertheless, this
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explanation makes three positive contributions. First, it points to the fallacy of the third
explanation’s top-down approach to institutional reforms captured by the conventional
perspective set out in relation to Figure 2 of Chapter 1. Second, it stresses the multi-level
and process-focused nature of transformational institutional change, where the domestic
political arena of each producer country and its institutional path dependency takes centre
stage. Third, it points to the positive role of the state to provide as ‘public goods’ the
institutions that make markets work. This means balancing the provision of rights with
the imposition and enforcement of duties, including paying a commensurate level of taxes
and complying with continuously evolving legislation and regulation. How this balancing
is to be achieved is primarily a question of the dynamics behind domestic decision
making processes. It is not a question about how best to externally impose reform
substances.
This positive role of the state that the critics of the liberal school of property rights
highlight includes that the states provide a connection between the institutions at level 1
of Williamson’s hierarchy and those at level 2, with respect to which conflicts and
tensions over resources most often occur.86 Meanwhile the liberal institutional reform
agenda has focused on the intersections between levels 2 and 3 and between levels 3 and
4, respectively. The role of the state and public authorities vis-à-vis both citizens and
resource developers is central to bridging the different levels across the international and
sector legal regimes that underpin energy and minerals markets. Looking at the past, this
role is reflected in how mineral and petroleum legal regimes have come about in
particular country contexts. Looking forward, this role continues to evolve and the task to
balance the domestic redistributive consequences that arise from the interests and
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As discussed in the previous chapters, among these issues are, for example, the conflicts and tensions
arising around the local land use and cultural rights of indigenous peoples and traditional communities,
which are not always formalised, and the formal rights granted to resources developers.
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expectations of resource developers and citizens has becoming increasingly complex.87
Thus, it is no longer enough to focus purposefully attempted institutional reforms only on
particular sector institutions located at one, or perhaps two levels of Williamson’s
hierarchy. Transformational improvements to the ways in which countries manage their
extractive resources sectors require commensurate institutional changes across the
various levels at which social science analyses have been conducted. Not least, this is
reconsidered in the revival of the debate on the use of industrial policy as a legitimate
tool to link the extractive resources with other economic sectors.
Following this chapter’s conclusion that there is need for developing a theory of
institutional change that captures the conditions under which producer countries can (and
cannot) transform the institutional structures that underpin economic, political and social
exchanges in relation to their extractive resources sectors, the next chapter takes a closer
look at the intersection between level 1 and level 2 institutions. It puts the focus on the
capacity of nation-states to enforce institutions that support the sophisticated economic,
political and social exchanges that underpin well-performing and socially responsible
market economies.

87

Tanzi (2011) discusses this challenge in more general terms.
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5.

How are institutions enforced?88

This chapter turns to the question how are institutions enforced. Enforcement here means
the administrative capacity of producer countries to follow through on public policy
decisions and the institutions created by these. Thus, the question focuses on the statesociety relations that play out at the intersection between the institutions at levels 1 and 2
of Williamson’s hierarchy. At this intersection the role of the nation-state and its capacity
to enforce institutions is crucial.

The premise is that broad-based development cannot happen, if governments and their
state apparatuses are unable to enforce institutions that can support sophisticated
economic, political and social exchanges over space and time (Herbst 2000, Whaites
2008). Failed states are a sad reminder of what can happen when nation-states are unable
to exercise positive public authority over their territory and the people(s) that live within
it. At the other end of the spectrum lie the well performing market economies of the
OECD, where the public sector provides as a ‘public good’ the institutional arrangements
that make markets work and allow their societies to enjoy a higher living standard. The
preceding chapters have emphasised that the institutions underpinning the better
performing market economies have come in different forms and, that therefore, policy
recommendations cannot rely solely on comparing institutional forms. Instead, comparing
institutions should be looked at from the perspective of the functions they provide.

One proposition is that the commonality across ‘good institutions’ rests with their
legitimacy, which in turn supports acceptance and trust and thus compliance. Legitimacy
is about the positive exercise of public authority that reduces the cost of enforcement
because rules do not have to be policed. It is this authority that provides the basis for
impersonal transactions over longer distances and longer time periods that are
88

This chapter draws in part on Dietsche (2012), published in Hujo (2012).
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characteristic for more sophisticated market economies and modern societies.

Against the background of this proposition, the issue is not, as often proposed, that
politicians and bureaucrats are sufficiently kept in check by institutions that constrain
them. What matters is to understand where the power of public authority comes from in
the first place. This power arises at the intersection of level 1 and level 2 institutions.

However, rather than concentrate on the intersection of level 1 and level 2 institutions
where this authority originates, the liberal reform agenda has focused on sector specific
level 2 and level 3 institutions and the global agenda on the good governance of the
resources sectors has also emphasised the need for level 2 institutions that can constrain
politicians and bureaucrats. There is no denying that formal checks and balances on the
exercise of public executive authority are important. However, their overt emphasis
conceives the role of the state and its administrative apparatus from a negative
perspective: the problem of state failure takes centre stage. However, if countries are
actually unable to enforce legitimate rules that make markets work, this emphasis is
insufficient. The challenge is one of simultaneous state and market failure. This challenge
begs the question how, once the objective has been achieved that politicians and
bureaucrats are constrained, they come out at the other end better equipped to exercise
positive public authority in a way that ensures broad-based development. The liberal
sector institutional reform and the global good governance agenda provide no answer to
this question.

On the positive side, the good governance debate has at least moved on from the neoconservative agenda that focused even more narrowly on democratic electoral processes
to now emphasising ‘checks and balances’ (Collier and Hoeffler 2006). However,
Fukuyama (2013) is critical of this reasoning. He maintains that if ‘governance’ is only
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about institutions that constrain politicians and bureaucrats, this debate omits to
understand where the positive power of nation-states (or their lack thereof) stems from.

At the source of the positive exercise of public authority lies the ability of governments
and their state apparatuses to resolve distributional conflicts and tensions, including those
around the generation and use of resource rents. Quadrant 3 of this thesis’s conceptual
framework matrix suggests that this ability entails that interdependent politicaladministrative processes can be steered towards the adoption of policies and rules that
deliver broad-based development outcomes. For example, to improve the productive
capacity of the domestic private sector requires the capacity to identify and support
potentially viable industries and enterprises, but also to monitor their performance and, if
the expected outputs are not materialising, to correct policies. Likewise, supporting social
policies aimed at reducing poverty among particular social constituencies requires the
capacity to raise revenue as well as to target public expenditure at where this problem is
perceived to originate.

The role of the nation-state and its capacity to enforce public policies, and the rules and
institutions creates by these, moves the debate onto Quadrant 3. According to Hyden et al
(2004), this is the space where scholars of public administration conduct enquiries about
how multi-level public policy processes can be steered and controlled towards achieving
desired results. These enquires are not served by a negative governance debate on either
the predatory behaviour of politicians and bureaucrats or the skewed political and social
structural legacies that countries may have been left with. Rather, they look at how shifts
in political coalitions may lead to institutional changes that support developmentally
beneficial functions, such as the reduction of transaction costs and the levelling of
information asymmetries. These functions should in turn support increased private sector
activities that open up economic opportunities for broader segments of society. The
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normative objective of scholars of public administration is to contribute to building more
sophisticated and socially inclusive market economies.

5.1

State capacity

The literature on state capacity gives some insights into how nation-states develop and
deploy the power to resolve distributive battles to support market economies, and what
lies behind the successful enforcement of institutions and institutional change. Several
proponents have identified the ‘developmental state’ as the key driver enforcing the
economic, political and social transformations that have allowed countries to reach higher
levels of development. Developmental states have been associated with the remarkable
economic recovery of some Western European countries after the Second World War,
along with Japan and the extraordinary economic successes of some East Asian countries
(Ahrens 1998, Eichengreen 2007, Sindzingre 2007, Routley 2014). Broadly speaking,
such states are characterised by strategic and successful interventions in some economic
sectors that are prioritised over other spheres of public policy. There is therefore an
obvious overlap with the rediscovered thinking about how to better integrate the
extractive resources sectors with other economic sectors using industrial policy. In the
detail, there are at least three views on what makes for a development state. These focus
on (1) bureaucratic efficiency; (2) the ability to mobilise revenue; and (3) social
acceptance and legitimacy.

5.1.1

Bureaucratic efficiency

A common approach is to conceptualise developmental states on the basis of the
Weberian notion of a rational bureaucracy organised along impersonality, technocracy
and hierarchy (Toye 2007, 2008). This approach emphasises the need of policymakers to
have at hand an effective bureaucracy that can be deployed to resolve collective action
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problems, level information asymmetries, reduce uncertainty and encourage positive
collaboration (Bates 2001, 2008, Lange and Rueschemeyer 2005). Bureaucratic strength
is seen as an instrument that uses the sovereign monopoly over power to tackle resistance
from vested interest groups to create markets and industries. Hence, bureaucracies can
address market imperfections and are utilised to guarantee property rights and allocate
skills across a society (de Soto 2000, Khan 2002, North et al 2009). They back market
economies by providing the types of institutional functions that are associated with good
institutions. This view is at odds with the liberal reform objective to scale back the size of
the state, even where bureaucracies capable of exercising positive public authority across
the entire territory of the respective country had never been achieved.89

Although an effective bureaucratic apparatus is important, others caution whether this is
sufficient. Limits to executive powers are also needed to ensure that economic
opportunities become widely accessible and, not least, that bureaucracies pursue good
normative objectives. Oppressive political leaders can also use bureaucratic strength to
coerce and to constrain people’s political and economic freedoms.

How do limits to executive powers come about? There are two views that are not
mutually exclusive. The first is that purported by the proponents of the global agenda on
achieving greater transparency in the extractive resources sectors. This view suggests that
limits should take the shape of ‘checks and balances’ built into a country’s politicaladministrative system. The second view sees limits work in a subtler and less visible
manner, through socio-political norms and expectations that define and enforce socially
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For example, Peru is an interesting case where a major push to extend the public sectors positive reach
beyond urban centers occurred under the leftist military regime. Meanwhile, in the 1990s the reform
mantra was to cut back on the size of the state and to introduce so-called islands of efficiency at the
center. More recently this has left sub-national government entities at the provincial and municipal level
woefully unprepared to manage substantially increased amounts of mining sector related revenues. They
are receiving these revenues because of the political settlement introducing the decentralisation of
political power, which was reached after the ousting of the liberal but corrupt President Fujimori in 2000.
For a comparative analysis of variance in outcomes at the local level, see Crabtree (2014).

174

acceptable economic and political behaviour. With reference to Williamson’s hierarchy,
the first view seeks to introduce checks and balances at levels 2 and 3, whereas the
second view sees limits come in at level 1 and operate downwards from there.

The challenging question is, what happens if the often more informal institutions that
operate downwards from level 1 are inconsistent with externally introduced and
supported institutions at levels 2 and 3? It is in these instances when conflicts and
tensions arise at the intersection between level 1 and level 2. The role of developmental
states is to deal with such situations by working both upward and downward to achieve
greater consistency across the different levels. Those emphasising bureaucratic efficiency
do not necessarily distinguish whether developmental states deal with such situations in a
coercive or a more consensual manner. For example, the positive country case studies
discussed in sub-section 3.2.2, and shown in Figure 11 in the space marked (v), provide
analytical narratives about how such institutional consistency has been achieved.90
Meanwhile, relatively successful producer countries with autocratic political regimes may
serve as the example for a more coercive approach.91

5.1.2

The ability to mobilise revenue

The work of economic historians provides a view on the coercive versus collaborate
approach to building state capacity in order to exercise positive public authority. They
have linked the transformation of Europe to the ability of nation-states to mobilise
resources through taxation (Tilly 1985, 1992, Levi 1988). As the backbone of state
capacity they see the ability of a coercive sovereign power to collect taxes. The argument
is that rulers first needed to build bureaucracies in the form of tax administrations to
finance wars in order to defend their territories and acquire new ones. Only subsequently

90
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These are in particular the case studies on Botswana, Chile and Norway.
Consider, for example, Equatorial Guinea.
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did the same bureaucratic structures also served them to expand the provision of public
goods and services and introduce social policies.92 It is this second step that led to the
transformation of Europe, where access to economic opportunities were broadened and
living standards improved more generally over time (Di John and Putzel 2000). While
rulers would first resort to raising revenue from the more easily taxable immobile assets
such as land and minerals, their need for finance to engage in wars led them to broaden
out taxation to mobile assets, including for example skills and trades. This required them
not only to develop more sophisticated systems of record keeping, but also to forge a new
social contract with the broadening base of taxpayers (Tilly 1992). This marked the
beginning of the shift from coercive to collaborative authority, where an increasingly
impersonal public sector would support rather than exploit value-adding economic
activities for mutual gain. This support would consist of the provision of the physical and
institutional infrastructure as well as the investments in human capital upon which
increasingly more sophisticated market economies depend.

5.1.3

Social acceptance and legitimacy

A third perspective looks beyond effective bureaucracy and the ability to generate
revenue. Proponents see the advantage of developmental state in their ability to balance
the power of an efficient bureaucracy with social acceptance and legitimacy. The role of a
developmental state is that of the provider of social order backed by acceptance and
legitimacy.

UNRISD (2010) sees developmental states combining three types of capacities. The first
is extractive capacity. It enables nation-states to mobilise resources for public and private
investments. This capacity combines the Weberian notion of a rational state with the
92

Such public goods and services included for example investments in electrification and infrastructure
developments, defendable private property rights, comprehensive access to primary and later secondary
education etc.
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revenue mobilisation function. Second, developmental states have political capacity that
allows them to build coalitions and to achieve the political settlements necessary to act
decisively in defining and implementing growth-enhancing and redistributive public
policies. Third, allocative capacity allows developmental states to channel resources
towards support for the productive sectors, but also to withhold resources from favoured
sectors, if these fail to deliver on the expected economic and social results. In
combination, these three capacities are thought to allow developmental states to credibly
commit to the promises and threats that they make vis-à-vis private sector entrepreneurs.
While selected entrepreneurs may be given lucrative opportunities, they are expected to
conduct, and can successfully be held to account for conducting, their businesses in a
manner that benefits not only them and their shareholders, but also the country and its
society more generally (Sindzingre 2007, Eichengreen 2007).

5.2

Prospects

The obvious question that arises from the literature on state capacity is what are their
prospects for producer countries to develop these three capacities, namely bureaucratic
efficiency, the ability to mobilise revenue, and social acceptance and legitimacy.

A negative perspective often prevails. Those who believe in rentier states, and hardwired institutional structures brought about by historical trajectories, point to the negative
association between resources taxation and building state capacity that has been referred
to above. They argue that the relative ease of taxing the production of immobile
extractive resources gives the governments of producer countries easy access to a
sufficient supply of revenue that undermines their administrative efforts to raise revenue
from broadening the tax base (Karl 1997, Moore 2004, DiJohn 2007, Bräutigam et al
2008). Political and allocative capacity is expected to remain low, because the reliance on
mineral revenues allows governments to neglect building state capacity. Meanwhile,
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political and economic elites spend their efforts to seek their share of the relatively
effortlessly available mineral rents.

The pessimists also draw on the historic postulate of no taxation without representation.
By inversion, the argument put forth is that the absence of broad-based tax mobilisation
allows producer countries to get away with little concern for political legitimacy and
responsiveness to citizens’ needs. Political elites remain unconstrained by broader based
social constituencies over which they exercise sovereign powers. They put their efforts in
maintaining the types of institutions that support only their own wellbeing. It is expected
that citizens have relatively little leverage to influence how and on whom public funds
are spent or to bargain for greater political freedom, at least as long as they can be
controlled coercively because the cost to do so lies below the rents generated by the
resources sectors.

Fortunately, the prospects for producer countries to develop developmental states do not
need to be this negative. Arguably, the historical rationale for mobilizing revenue in order
to defend territory against external invasion is less of an issue today as few countries find
themselves in this situation. Instead, the need for territorial defence and the exercise of
positive public authority would appear to come from within. At least some, and perhaps
an increasing number of, producer countries are experiencing domestic pressures to
deliver on broader-based developmental outcomes. At the same time, the use of coercion
to control domestic discontent has become more expensive. The suggestion that
governments can quell such pressure by paying off political contenders with benefits
derived from extractive resources rents is surely a question of scale, relative to the level
of revenue generated and the domestic political cost of repression and political survival,
as well as potential international repercussions on the country’s reputation.
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In addition, it is an empirically untested hypothesis to suggest that the governments of
producer countries are categorically relieved from the need to seek domestic legitimacy.
Important differences between producer countries have been ignored, because producer
countries have often been contrasted against countries that do not produce (or export)
significant volumes of extractive resources. The actual trade-offs between using coercion
versus legitimacy to exercise public authority are bound to vary across these countries,
based on the revenue generated from the extractive resources sectors, the domestic
political costs of lack of legitimacy, and the international repercussions on reputation.

The historical reference to European nation-state building may be ambiguous, but it
nevertheless offers some insights. Initially, the social group benefiting from the
expansion of public goods and services in return for paying taxes constituted a rather
select group of men with property. These were the early industrialists fighting for greater
economic opportunities against the established gentry and clergy. Hence, the historical
lesson points to the political battles between groups of old political elites and new
economic elites. Some see the subsequent positive consequences for the masses almost as
a by-product, and they did not materialise without first accumulating considerable social
costs. The history of the social conflicts and tensions of the 19th and early 20th century
that led to the introduction of social policies, most significantly only after WWII, is not a
pretty one. An important historical lesson would therefore appear to lie in seeking to
shortcut the nasty side of economic, political and social transformation processes.

5.3

Summary: steering by using processes that enjoy legitimacy

This chapter has turned to the question how public policy decisions and the institutions
they create are enforced, focusing on the role of the nation-state in bridging the
intersection between level 1 institutions and those that lie below. Drawing on the
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discussion on state capacity it has turned to developmental states as a key driver
enforcing the economic, political and social transformations that, as per Chapter 4,
constitute positive institutional change. Developmental states mobilise resources, build
political coalitions around growth-enhancing and redistributive policies and channel
resources to productive sectors.

Although some proponents suggest that producer countries are unlikely to feature
developmental states, others believe the outlook need not be all that negative. They point
to internal and external conditions that could lead to the reformulation of the social
contract between old and new elites and their relationship to non-elites. For one, there are
prospects for institutional change when the status quo becomes too costly to maintain and
these costs are outweighed by the potential gains of shifting alliances. However, shifting
alliances do not guarantee positive institutional change. Broad-based improvements in
outcomes may only happen when political leaders are able to strike a new deal with
contesters, using the power of the sovereign and its bureaucracy and public resources to
deliver on human capacity building, greater labour productivity and the adoption of new
technology. How such deals are brought about is less likely to be a matter of applying
generic models. However, the gains are made from local processes of negotiation, trial
and error aimed at dealing with issues of immediate concern in an innovative way
(Routley 2014, p. 170). This is ‘steering by using processes’, as set out in Quadrant 3 of
Figure 1.

The discussion on developmental states bears insights for the rediscovered debate on
promoting industrial policy. For state interventions in the economy to be successful, they
appear to require the backing of a social contract between political and economic elites
that encourages the government and its state apparatus to open up economic opportunities
to the wider public and that keeps potentially unproductive rent-seeking under control.
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From the debate on state capacity and developmental states, further research could pick
up two sets of questions. The first is to investigate whether there are systematic
differences in the elite structures of comparable producer countries and how these might
be affecting political bargaining around not only extractive resources rents, but also
transformative institutional change.93 The second set of questions is concerned with how
third parties and their actions affect (or not) the bargaining between domestic elites.
These

parties

include

multinational

corporations,

international

governmental

organisations and NGOs. What collective role do these agents play in supporting (or
undermining) positive institutional change?

The next chapter moves on to giving an overview of the different sector legal frameworks
that exist across producer countries. This stocktake may provide a starting point for
considering if systematic differences affect countries’ ability to steer institutional reforms
towards delivering the functions that underpin sophisticated and socially inclusive market
economies.

93

A potentially interesting entry point is the observation put forth by Collier and Venables (2010), that
there is a threshold effect, i.e. when governance quality is already above a certain level natural resource
can lead to further improvement.
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6.

Sector legal frameworks94

This chapter contributes some tentative insights to the question do existing institutions
matter for the design of interventions aimed at improving institutions. Acknowledging
that it cannot answer this question, the chapter picks up on the focus on sector legal
frameworks introduced in Chapter 4 to recalibrate the ignorance of the liberal
institutional reform agenda vis-à-vis institutional legacies and path dependencies. Going a
step further, Chapter 4 discussed the main schools of thought on property rights to
illustrate how the liberal approach to institutional reforms built on the analyses located in
Quadrant 1 to draw policy conclusions for those constituencies operating in Quadrant 4.
Yet, the critics of the liberal approach have countered that there is no such short cut route
to get from Quadrant 1 to Quadrant 4. Instead, there is the longer route via Quadrant 2
and Quadrant 3, which implies that sector legal frameworks are the outcome of domestic
policy processes. Because sector legal frameworks formalise property rights and therefore
provide a bridge between level 1 and level 2 institutions, taking a closer look at sector
legal frameworks should hold some insights into the importance of the processes that
stand behind the formulation of these frameworks in relation to their enforceability.
This chapter illustrates the variations in sector legal frameworks as well as some of the
historical trajectories that exist across producer countries. If indeed the legacies and path
dependencies behind existing institutions matter, it should be useful to recognise the
potential patterns behind these variations. Little systematic comparative work on sector
legal frameworks would appear to exist to date. However, there are a number of open
questions. These include, for example, whether the legitimacy and/or the durability of
such frameworks has been affected by how they have come about95. Another question is
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This chapter draws in part on Dietsche (2013), published in Dannreuther and Ostrowski (2013).
A possible hypothesis would be that countries that go through intense domestic processes formulating
sector legislation are less likely to revert it, whereas countries who have adopted sector legislative models
from elsewhere without going through such processes are more likely to backtrack from such legislation.
95
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whether, how sector legal frameworks relate to wider public administrative systems,
makes a difference to outcomes. A further question is whether similar forms of sector
legal frameworks have delivered similar functions and therefore outcomes, and if not
what the reasons for variances might be. The lack of attention paid to variations in sector
legal frameworks in relation to the outcomes observed in producer countries is probably
the result of the narrow focus of institutional reforms on the objective of attracting
foreign investment and, more recently, on whether there is sufficient transparency in the
contracts between resource developers and public authorities, and the processes by which
the latter allocate rights to the former. It may not be straightforward to codify sector legal
frameworks in a way that allows deploying a respective variable in cross-country
statistical analyses. However, it would seem feasible to develop a dataset that could be
used for systematic comparative analyses that apply other methodologies.96
Figure 13 in Chapter 4 has already mapped the four tiers into the two appropriate levels
of Williamson’s hierarchy of social analyses. This figure is reproduced below for
reference. The remainder of this chapter provides a cross-country comparative description
of tiers 1, 2 and 3.97
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See reference in section 3.3 (FN 56) to QCA and Fuzzy Set theory.
The fourth tier is not discussed in greater detail, but it is worth pointing out that where an NOC/MNC is
party to a resource developer consortium established, this can give rise to potential conflicts of interests.
These entities may also represent the government in the signing of contracts and agreements. Therefore,
NOC/MNCS can end up sitting on both sides of the negotiating table.
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Figure 13 (reproduced): Property rights and sector legal frameworks

Source: author’s figure.
Before identifying cross-country variations, it merits to recall briefly that in general
sector legal frameworks share three objectives. These are: (i) to define the primary owner
of extractive natural resource; (ii) to set out how exploration and production rights are to
be granted and to whom; and (iii) to specify the conditions for the participation of private
and state-owned enterprises in the exploration, development and production of these
resources.
6.1

Constitutional provisions

Constitutional provisions in regards to extractive resources are the first tier of sector legal
frameworks. Cross-country variances in constitutional provisions can be differentiated on
the basis of three questions. These are (1) who are the primary owners of extractive
resources; (2) what is the legal tradition of the producer country; and (3) what are the
origins and the trajectories of constitutional provisions. Unsurprisingly, the answers to
these questions typically relate to institutions located at level 1.
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6.1.1

Primary ownership of extractive resources

The first question is who are the primary owners of extractive resources. The global
norm is that extractive resources are usually owned by sovereign nation-states. The legal
regimes that comply with this norm are referred to as domanial regimes (Omorogbe and
Oniemoal 2010). However, there are at least three different types of such regimes,
relating to how the respective nation-states had historically emerged. The first case
comprises of countries where the primary resources owner is the state at the national
level. The second case comprises of countries where sub-national state entities constitute
the primary resources owners. For example, these may be regional states or provinces.
Argentina is one such case. A third case comprises of countries where there is no primary
resource owner per se, but particular state entities have a reserved constitutional right to
grant administrative permissions that allocate ownership rights to private sector entities.
For example, under the German federal constitution sub-soil natural resources are defined
as ‘bergfrei’ and neither belong to the freehold surface landowner nor to the state.
Instead, administrative entities at the regional level can grant licenses and concessions to
resource developers.
There are also a handful of exceptional cases to the global norm of dominial regimes.
These countries grant primary ownership over extractive resources to surface land
owners. The most important case is the United States, where on-shore sub-soil natural
resources belong to private landowners.98 How this and the other exceptional cases have
come about is explained by the answer to the next question.99

98

Off shore sub-soil natural resources belong to the US government, who also owns a considerable
amount of on-shore land, so called ‘federal land’.
99
The property right debate discussed in chapter 4 also provided background on this case.
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6.1.2

Legal traditions

The second question to differentiate constitutional provisions is what is the legal tradition
of the producer country. Legal traditions shape the process through which sector
legislation can be developed. In civil law countries, the law-making role is reserved for
the Legislature. Statutes are the primary sources of law. In contrast, in common law
countries the decisions of judges on cases brought before the courts play an important
role in shaping sector legislation. Judges acting under common law played a critical role
in the early development of US petroleum legislation. When neighbouring landowners
first started to enter into disputes over the exploitation of petroleum resources towards the
late nineteenth century, the decisions of common law judges set off a path dependency
that shaped subsequent court decisions. These enticed US private landowners to engage
in competitive drilling, which in turn supported the rapid expansion of fossil fuels as a
major source of energy in the US and elsewhere (Daintith 2010a, 2010b).
Faced with a new legal challenge, judges applied the so-called ‘rule of capture’, whereby
the landowner who first lawfully drilled and pumped fluid resources from an
underground reservoir could also capture the resources located under his/her neighbour’s
land. This rule had originated in the European context around the capture of wild animals,
but had also been applied to water pumped from underground aquifers (Scott 2008).
Acting under common law, American judges simply went for this reference point located
at level 1 of Williamson’s hierarchy and applied the same rule to petroleum resources.
The unintended negative consequence of competitive drilling which the ruling of the
American judges had triggered was quickly recognised by European governments. In the
early decades of the twentieth century, they amended their sector legal frameworks to
clarify that fluid sub-soil natural resources also belonged to the nation-state, in the same
ways that hard minerals already did (Daintith 2010b). This sector legal change also
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affected the colonial territories that European countries, in particular the United Kingdom
and France, were still controlling at the time.
6.1.3

Origins and reform trajectories

The third differentiating question is what are the origins and the trajectories of
constitutional provisions. Broadly speaking there are three groups of countries. The first
group mainly comprises both the established European civil law and common law
countries. The sector legal frameworks of these countries show path dependencies that
have originated in their historic nation-state formation processes, where ruling elites
expanded and asserted monopoly rights over the use of power to control territory and
people and in the process had to sophisticate their public administrations (Bates 2001,
North et al 2009).
Economic historians point to resource-based regalia or tax farming systems as a cost
effective way for collecting revenue to sustain increasingly larger political and
administrative entities that could gain and maintain control over territory and raise
capital, not least to finance territorial wars (Tilly 1985, 1992, Levi 1989).100 Developing
minerals provided ruling elites with revenue. As there was little knowledge about existing
deposits, sovereign rulers also needed to encourage miners to prospect and discover. This
led to the development of the ‘rule of discovery’ and the principle of ‘first come, first
served’101, whereby the miner who first staked a claim could also claim ownership over
the resources discovered and produced (Scott 2008, Bastida 2004).
The second group comprises of countries that gained independence in the nineteenth and
the early twentieth century. This includes North American and Latin American countries,
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Note the overlap with the three views on ‘developmental states’ discussed in chapter 5.
Note that the principle of ‘first come, first served’ was first introduced in chapter 3 as an example of a
level 1 institutions, and it was also discussed in chapter 4 in the context of the debate on resource property
rights.
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and countries in the Middle East and Eastern Europe which emerged from the breakup of
the Ottoman and the Austro-Hungarian Empire. Many of these countries inherited the
legal traditions and sector legislation from their colonial mother countries. Subsequently,
sector legislation evolved along somewhat diverging paths shaped by each country’s
specific post-independence political and social history. While there are of course path
dependencies, countries with similar backgrounds can also show considerable variations
that evolved in the decades after these countries became independent. For example,
legislative frameworks now differ considerably across Latin America, despite these
countries’ common Hispanic civil law roots.
The third group comprises countries that gained independence from the middle of the
twentieth century, who typically inherited basic sector legal frameworks in the transition
from colonial rule. Many of these countries share the experience of undertaking sector
legislative reforms from the late 1980s onwards, influenced by the thinking that
underpinned the era of liberal capitalism. Another feature that can be found among these
countries is that the second and the third tier of the sector legal framework are sometimes
not clearly distinguishable. In the absence of more fully developed sector legislative
frameworks, contracts and agreements have been rubber stamped by parliamentary
approval so as to lend them the same status as sector legislation. Some have argued that
this has made it more difficult for countries to improve and develop more comprehensive
sector legislation (Campbell 2004).
Another serious issue affecting these countries is tensions and disputes around the formal
exploration and production rights that have been granted to mostly multinational resource
developers and informal land rights and land use practices usually associated with
traditional forms of social and political organisation. The latter typically involve rural
pastoral and subsistence farming communities, and/or internationally recognised
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indigenous peoples. However, this issue has also been a source of conflict in former
colonies that gained independence before the 1950s and 1960s, for example in Latin
America, Australia and Canada, where there are significant and/or recognised populations
of indigenous peoples and traditional communities.102
To conclude this section, table 2 presents a summary of the comparative differences in
constitutional provisions.
Table 2: Comparative differences in constitutional provisions

Source: author’s table.
6.2

Sector specific legislation

Moving on to the second tier of sector legal frameworks comprised within level 2 of
Williamson’s hierarchy, this section looks at variations in sector specific legislation.
Sector legislation typically comes in the form of a mining law and/or a petroleum or
102

As discussed in sub-section 3.1.5, the trend here has been to create additional legislation formalizing
the rights of these peoples and communities, including outsourcing the responsibility to establish the basis
of these rights to resource developers.
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hydrocarbon law. Complementing constitutional provisions, sector legislation further
defines who holds primary ownership over subsoil resources. It specifies the authority
that can grant exploration and production rights, and it sets out more specifically the
rights, obligations, limitations and conditions for maintaining and cancelling these rights.
Sector legislation also specifies the rules and procedures for accessing land, the use of
other resources in the extraction process (e.g. water) and for developing infrastructure. It
sets out the general terms and conditions for the subordinate use of contracts and
agreements and may further define the use, management and control over the rents
derived from resource exploitation.
Furthermore, sector legislation establishes the administrative framework for granting
resource property rights in the form of concessions, licenses, leases, or whatever other
term is used in respective jurisdictions. It defines under what conditions exploration or
extraction may take place, and may set out a fiscal regime. In some countries, sector
legislation tasks a national oil or mining company to look after the country’s extractive
resources on behalf of the nation-state. It may specify if rights are to be granted by a
sector ministry, a national oil or mining company, or some other regulatory body. It may
indeed be a national oil or mining company that grant exploration and production rights
to resource developers, while at the same time the same company could be part of a
resource developer consortium.
Again, there are three questions by which to identify variations across sector specific
legislation. These are (1) how general or specific is sector legislation; (2) how are
resource property rights granted, and (3) what is the role that sector legislation assigns
to NOCs and NMCs. This time answers vary across the two sub-sectors, oil and gas
versus mining.
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6.2.1

Generality versus specificity

The first question is how general or specific is sector legislation. In general, oil and gas
sector legislation tends to be more general and less specific. A country’s hydrocarbon or
petroleum law may refer details to tier 3 of the sector legal framework, and thus also to
level 3 of Williamson’s hierarchy. For example, it may support the use of standardised
model contracts and agreements. Such models set out variables that can be altered,
depending on the type and the conditions of the acreage in question. Consequently, there
are many different oil and gas sector contracts and agreements and it is also quite
common for countries to use various different types of contracts and agreements in
parallel, each containing project-specific fiscal terms (UNCTAD 2007: table IV.3).
Mining legislation is more diverse, but also more specific. This is because mineral
resources include a wide range of high value/low volume minerals such as diamonds and
gold, metalliferous ores, non-ferrous metals, crude minerals and energy minerals. Often
the mining law, which may also be referred to as a mining code, act or statues, sets out
classifications for different types of minerals and associates different mineral regimes
with these. For example, at times large-scale mining projects have been provided with
specific sets of regulatory provisions and guarantees. Small-scale and artisanal mining is
often governed by a specific set of statutes. The energy minerals coal and uranium are
usually subject to very specific mineral regimes and contractual practices. Moreover,
geographic areas where the presence of mineral resources is already well known may also
be subject to special regimes. The mining law may also set out a variety of provisions
respective to taxes, customs, environmental standards and investment incentives.
6.2.2

Granting rights

The second question is how are resource property rights granted. Sector legislation
usually sets out the regime for granting extractive resources rights, through licenses,
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concessions or leases, or whatever the term used in the respective jurisdiction. This is the
first step in the process whereby the primary resource owner shares with, or transfers
rights to, a resource developer or a consortium of resource developers. Rights are usually
awarded for defined stages of the resource development process, including for example
exploration licenses, appraisal licenses and production licenses. These rights come with
pre-defined limitations, such as the time period for which they are valid (duration), the
specific work programme that has to be completed within this time period, the ability to
sell or transfer them (transferability), the possibility to divide the license (divisibility), as
well as other conditions that affect the exclusivity, flexibility and the quality of title
associated with the these rights (Scott 2008).
The most commonly used method for granting resource companies rights to explore and
produce mineral resources is the familiar principle of ‘first come, first served’. It
stipulates that resource developers are granted monopoly rights to explore and produce
resources by the order in which their applications have been received. As would be
expected, this principle has again originated at level 1 of Williamson’s hierarchy. It can
be traced as far back as the Roman Empire and the practice of ‘free mining’ in medieval
Europe, where it evolved against the background of rulers providing incentives for
prospecting and discovery when demand for minerals was rising but little was known
about geological prospects. The principle has been strengthened in recent mining sector
reforms, in particular with respect to developing countries where there is still
comparatively little known about the resources that may exist underground (Bastida
2006, 2008).
In the oil and gas sector, the systems granting resource property rights are usually not
based on the principle of ‘first come, first served’. Licenses can be awarded in a number
of different ways and forms, sometimes used in parallel and decided upon on the basis of
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the knowledge the primary resource owner possesses about particular acreage and its
associated geological conditions. There is a typical distinction between two types of oil
and gas licensing systems (Tordo et al 2010, Cramton 2007). Open-door systems award
licenses as a result of negotiations between the primary resource owner and the interested
resource developer. Resource developers are either explicitly invited to express their
interest in a specific geographical area, or can take their own initiative to approach the
primary resource owner.
Second, organised licensing rounds are based on administrative procedures where
applications are evaluated against specific criteria set out up front. Such criteria include,
for example, the proposed work programme for exploration. Licensing rounds can be
organised as auctions, where licenses are awarded to the highest bidder. Different
countries use more or less rigid mechanisms to evaluate the proposed work programmes
and bids. Some countries determine up front the fiscal and other elements that the
proposals of applicants are expected to include. Others may leave all the parameters open.
Countries may also vary these conditions depending on the type of acreage they offer.
Bidding is less common in the mining sector. It is typically only used where geological
prospects are well known, or they have been reasonably well established. The ‘first come,
first served’ principle is then replaced by some form of competitive bidding that puts the
burden on potential resource developers to submit competitive assessments on the value
of the respective geographical area. This practice is considered appropriate where
national geological services have developed extensive minerals cadastres, or where
national geological services or former state mining companies have established the
resource base. Some recent mining sector initiatives have shown increased interest in
enhancing geological knowledge to identify prospective areas that are suitable for the use
of a bidding process (UNECA 2011).
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6.2.3

Role assigned to national companies

The third differentiating question is what is the role that sector legislation assigns to
NOCs or NMCs. Some countries vest resource property rights in NOCs or NMCs on
behalf of the nation-state. Where they are fully owned by the nation-state, these
companies may be granted preferred or even exclusive access to licenses and they may
also be charged with the responsibility to oversee and manage the sector. Respective
NOCs and NMCs will collaborate with private sector resource companies, if and when
they require the latter’s particular technological expertise and other business assets.
Examples include most of the Middle Eastern NOCs, PDVSA of Venezuela and Pemex
of Mexico.
The role of the NOC/NMC is sometimes associated with ensuring that government can
exercise direct control over the sector. However, technocrats dispute this claim. They
contain that similar levels of control can be achieved with both direct and indirect policy
tools, where the latter involve applying different forms of state participation and
regulatory oversight (Daniels 1995, Stevens 2003, McPherson 2009). Over the past
decades a number of OECD countries have massively scaled back the role of
NOCs/NMCs without generating the perception that their governments have lost control.
Furthermore, NOCs/MNCs have been associated with two challenges. First, they may be
left to manage a rather complex and often conflicting set of interests and tasks. For
example, in addition to acting as de facto primary resource owner setting the terms and
conditions for granting exploration and production rights to resource developer
companies, they may also be part of a resource developer consortium and thus be a
business partner to the very same companies. Second, NOCs/NMCs may encourage the
problem of domestic elites engaging in unproductive rent-seeking rather than re-investing
profits from resource rents into the sector and the national economy more generally.
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NOCs are very prevalent in the oil and gas sector (Victor et al 2012). They control the
majority of world’s petroleum reserves, not least because of the particularly strong
positions they hold in the Middle East (Marcel 2006). According to Stevens (2013), this
is different from the situation that prevailed until the 1960s, when the majority of
petroleum reserves were still under the direct control of a small number of private
companies. The power of NOCs is more varied across Latin America and Asia depending
on the respective country’s economic policy stance. NOCs also exist throughout SubSaharan Africa, again with varying degrees of effective power, conditioned not least by
the maturity of the respective countries’ oil and gas sector.
NOCs have generally gained strength in countries outside the OECD, including in some
that followed the liberal reform model in the early 1990s. For example, Kazakhstan has
since revised its sector policies and re-established an NOC (Jones Luong and Weinthal
2010). In other countries, for example Brazil where Petrobras was partly privatised, the
lines have remained blurred between the NOC operating like any other international
private oil and gas companies and it being called upon as an instrument for meeting
government objectives (de Oliveira 2012).
In contrast, there exist only a few NMCs after most were privatised in the 1980s and early
1990s. Governments rely more on indirect instruments that the sector ministry and/or a
regulatory body apply to control the sector. Those NMCs that still exist tend to operate
under special legal arrangements, for example the joint venture agreements between
DeBeers and Debswana and Namdeb, or the mineral arrangements in place with
Gecamines in the DRC. Chile’s Codelco and Sweden’s LKAB are further examples of
the few surviving NMCs. However, some countries have recently re-established NMCs,
for example Namibia, South Africa and Indonesia. This suggests that new types of sector
legal arrangements might emerge in future in this context. An interesting observation is
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also that among the more successful mining countries are those that have retained NMCs,
including Chile, Botswana and Namibia.
Concluding this section, table 3 summarises the comparative differences in sector
legislation.
Table 3: Comparative differences in Sector Legislation

Source: Author’s table.
6.3

Contracts and agreements

The third tier of sector legal frameworks comprises of contracts and agreements. Located
at level 3 of Williamson’s hierarchy, contracts and agreements define the relationship
between the primary resource owner and resource developers. Resource developers often
consist of a consortium of two or more companies. Such consortia can include private
extractive companies as well as NOCs or NMCs.103 Contracts and agreements include
licenses and leases, concession and/or license agreements, joint venture agreements
103

The sector specific literature usually refers to the resource developer consortium as the ‘contractor’,
‘licence holder’, or the ‘concessionaire’. Often, there is no distinction made between the resource
developer taking resources out of the ground and investors providing funding to undertake this economic
activity. Both are interchangeably referred to as ‘the investor’.
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between

NOCs/NMCs

and

private

sector

companies,

production

sharing

contracts/agreements, service agreements, various forms of mining agreements, and other
country-specific types of contracts and agreements. Agreements and contracts also set out
the applicable fiscal terms, where these have not been covered by sector legislation.
6.3.1

Oil and gas sectors

There is an extensive literature on contracts and agreements, most of which refers to the
oil and gas sectors. This literature draws a typical distinction between concessions and
so-called contractual regimes (Tordo 2007, Johnston 2007, UNCTAD 2007). The legal
difference between these two types of regimes rests with the exclusivity of the rights
granted to private sector resource developers. Concessions assign rights to the license
holder (or ‘concessionaire’) when the resources are still in the ground. The old-style
concessions of the early days of oil and gas sectors granted exclusive rights over vast
geographical areas with long durations, had few duties attached, and typically paid the
primary resource owner only a small royalty. Modern concessions are much tougher and
less exclusive, and their associated fiscal regimes usually not only include royalty, but
also various profit and value-based taxes, fees and charges.
Contractual regimes include both production sharing contracts/agreements (PSCs/PSAs)
and service agreement (SAs). The nation-state, or the NOC as its agent, retains ownership
over the reserves in the ground and the resources as these are produced. Rights to the
resources produced are shared only once the resource developer has already been
compensated for the costs incurred for bringing the resources out of the ground. Sharing
happens either in the form of sharing production in-kind, or by paying private sector
resource companies a premium fee for the extraction services they have rendered.
Negotiating contracts revolve around, amongst other issues, the respective shares by
which production is to be shared.
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Contractual regimes are found mainly in the oil and gas sector, where they have been
introduced from the 1970s onwards against the background of the negative experiences
with early petroleum concessions. Over the past decades the use of contractual regimes
has expanded considerably and they now dominate among the different types of
petroleum fiscal regimes used. The more recent and emerging oil and gas countries tend
to make use of PSCs, while Middle Eastern and other countries with strong and
competent NOCs favour service agreements.
More generally, in many countries outside the OECD it is quite usual to encounter a
situation where, under the umbrella of generic petroleum legislation, various generations
of concessions, production sharing contracts and service agreements are used in parallel.
Some argue that this situation might be negatively affecting the efficiency with which
countries are able to govern the sector as a whole (UNCTAD 2007). It could indeed make
the challenge of enforcement, discussed in Chapter 5, more difficult.
Another concern is that stabilisation clauses used in association with contractual regimes
limit the ability of host countries to develop their sector legislation and apply regulatory
and fiscal updates to existing contracts and agreements (Cotula 2008). In contrast,
European and most other OECD countries generally prefer to use concessions.
Concessions allow countries to evolve regulatory, fiscal and other relevant policy
regimes, such as for example environmental legislation, without the need to change
contracts and agreements. The governments of OECD countries are keen to retain the
policy space and flexibility to expand or constrain the rights and duties of license holders
within the context of overall economic, financial and public policies. It could be
conjectured that this has to do with the issue of legitimacy and enforcement that was
discussed in Chapter 5.
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6.3.2

Mining sector

Concessions continue to dominate in the minerals sector. PSCs are very rarely used, and
in the few cases where they are used they involve low value/high volume and easily
marketable minerals such as sand and gravel. The usual explanation for this is the greater
diversity of mining products and the more specific marketability. However, some
industry observers argue that the marketability argument no longer holds, because many
minerals are now traded transparently on commodity exchanges. In general, there has not
been much discussion or research into this issue. In those few cases where NMCs still
exist, service agreements and joint venture agreements are usually applied.
Alongside mining concessions, widespread use has also been made of so-called ‘mining
agreements’, particularly in countries where more fully developed sector legislation was
still missing in the 1980s and 1990s. These agreements have complemented sector
legislation, and in some instances have been subjected to legislative ratification so as to
lend them the same status as sector legislation. While the first so-called mineral
development agreements emerged in the 1960s and 1970s with wide discretionary powers
for government authorities, the trend from the late 1980s onwards has been for mining
agreements to limit the scope and possibility for government discretion and to hold
constant the parameters upon which resource developers have based their investment
decisions. Modern mining agreements also refer to international arbitration to address
potential investment disputes.
Modern mining agreements have been an important component of liberal thinking
seeking to attract foreign investment into countries emerging from periods of conflict and
economic crises. This rationale has been particularly relevant in the Sub-Saharan African
context, where mining agreements have supplemented sector legislation in the form of socalled investment agreements or investment promotion agreements (Bastida 2008). These

199

agreements have often been explicitly designed to fill investment-critical gaps in general
sector legislation. They set out the basis for determining the obligations of private sector
resource developers, respective tax and other revenue payments as well as equity
participation, and have often also offered extensive benefits and tax allowances to render
the fiscal regime more investor friendly. They have catered to the needs of large-scale
international mining investments during a period of time when the sector was suffering
from a negative image respective its profitability.
There are also some differences in the use of mining agreements across Francophone and
Anglophone Sub-Saharan African countries. In Francophone countries, the so-called
convention minière is commonly used to define the general legal framework applicable to
a specific project in addition to the mining license acquired under general mining law.
For example, this is the case in Guinea, Mauritania, Niger, the Central African Republic
and Senegal. The general mining law may include a model mining convention, on the
basis of which a particular agreement is bilaterally negotiated between the government
and the investor. Once agreed upon, an agreement may be subjected to ratification by the
legislature. Agreements have typically also included extensive investment guarantees.
In contrast to the widespread use of mining agreements in Sub-Saharan African countries,
industrialised countries rely on unilaterally specified mining concessions to grant private
sector mining companies access to mineral rights. These also specify the fiscal terms. The
only exception is Western Australia, where large export-oriented projects and this state’s
heavy dependence on mining have required significant associated investments in
infrastructure. In Latin America most countries also rely on concessions that are granted
under national mining law.104 Concessions are typically granted on the basis of a non104

An exception is Columbia where a concession is a contract (categorised as an ‘adhesion contract’).
Recent modifications to the Colombian mining code entitle the state to reserve areas for large-scale
mining and to grant them to private parties under a ‘concession contract’, similar to the type of agreement
used in the oil and gas sector.
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negotiated, non-discretionary procedure allocating ownership rights by way of applying
the principle of ‘first come, first served’. Exceptions include cases where rights are held
by former NMCs that have been privatised, or where known and studied deposits are still
owned by NMCs. For other parts of the world there is less generic knowledge about
mining regimes. In Russia, most Central Asian FSU republics and other Asian countries,
sector legislation and associated mining agreements and contracts are particularly varied
and idiosyncratic.
Finally, table 4 summarises the broad differences across the sub-sectors and across
regions.
Table 4: Sector and regional differences in the use of contracts and agreements

Source: author’s table.
6.5

Summary: paying attention to legacies and path dependencies

This chapter has set out from the question do existing institutions matter for the design of
interventions aimed at improving institutions. Acknowledging that it could not answer

201

this question, the chapter picked up on the focus on sector legal frameworks introduced in
Chapter 4 to provide a starting point to recalibrate the ignorance of the liberal
institutional reform agenda vis-à-vis institutional legacies and path dependencies versus
the determinism with which proponents of structural institutional analyses have looked at
these.
The chapter has set out in broad terms the historical trajectories that have shaped the
relationship between primary resource owners and resource developers across producer
countries and across the oil and gas and minerals sectors. It has also identified differences
between the longer established and more consolidated countries, including mostly
European as well as other OECD countries, and other countries, in particular those that
gained independence only in the middle of the twentieth century. The chapter has
observed that for the first set of countries, sector legal frameworks have evolved as part
of the processes building and consolidating nation-states. For this set of countries, namely
OECD countries, sector legal frameworks have evolved most along the lines of the
process-focus set out by Quadrant 2 of the conceptual framework matrix. Accordingly, it
would be expected that for these countries the potential for fundamental conflicts and
tensions arising at the intersection of level 1 and level 2 institutions would be most
contained. There are, in general, legitimate political-administrative processes in place by
which public entities can resolve and/or manage conflicts of interests, for or against the
interests of resource developers. For example, where the rights of indigenous peoples are
affected by extractive resources projects, legislative and regulatory bases and
administrative procedures have been put in place respective how resource developers are
expected to respond to approach and deal with such rights.
The situation could be quite different in those producer countries, where sector legislative
frameworks intersect less smoothly with the (often not formally recognised) social
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institutions that exist at level 1. In these instances, it would appear that a combination of
domestic factors and external factors has triggered, and will continue, to trigger
contentious changes in sector legislative frameworks. The more extreme cases, such as
Bolivia, immediately come to mind.
In many non-OECD countries, sector legal and other administrative frameworks have
been shaped by external factors, starting with the institutional heritages countries were
left with at the time of their independence. This was then followed by the political and
economic ideas that have dominated in the respective post-independence eras. The reform
thinking that followed from the 1980s onwards focused on the specific objective of
encouraging foreign investment and, more recently, there has been the focus on
transparency around contracts and revenue flows, as well as the allocation of exploration
and production rights to resource developers.
Still, little attention is being given to idiosyncratic internal factors, for example the
perseverance of traditional forms of governance among communities and peoples whose
livelihoods are impacted by the extractive resources sectors, or to the economic, political
and social transformational challenges faced by governments and public entities in the
context of poorly evolved state-administrative capacities. With respect to conceptual
framework matrix set out in Figures 1, 4 and 7, the longer route from Quadrant 1, via
Quadrant 2 and Quadrant 3, to Quadrant 4, suggests that more attention needs to be paid
to these internal factors. The alternative perspective set out in Figure 2 suggests that,
conceptually, these factors work both upwards and downwards, respectively affecting
global energy and mineral markets and the business sustainability of resource producers.
How they do so remains to be deliberated by new theory developments.
With Chapters 2 to 6 now having provided the substance to respond to the three highlevel questions that the thesis set out in section 1.5, Chapter 7 moves on to answering
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these. To recall, these questions were: (1) how have policy conclusions on resource
governance come about and how has this influenced the global agenda; (2) how do
proponents of the global agenda associate resource sector governance with the
complexity of, and the challenges posed by institutional analyses, and (3) what are the
strengths and weaknesses of the existing scholarship and what do these imply.
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7.

The argument

This thesis has presented a critical analysis of the global debate on the ‘good governance’
of the extractive resources sectors. Over the past decade this debate has seen a remarkable
elevation, where the associated action agenda has received endorsement at the
international non-governmental and the inter-governmental level. At the same time, the
broader social science literature has subjected the governance concept to scrutiny,
critiquing that governance has been defined in several ways and has meant different
things to different constituencies. Several concerns have been raised, including that
reforms introduced under the wider ‘good governance’ agenda have supported
institutional mono-cropping and mono-tasking; that they have overemphasised the need
to constrain politicians and bureaucrats; and that too little has been done to support
countries in building the administrative capacity required to provide public goods and
services on a broader basis.
These concerns suggest that the narrative of ‘good’ versus ‘poor’ governance provides a
poor basis for advocating and designing reforms, including those targeted at the
extractive resources sectors. Thus, the thesis has raised the fundamental question set out
on page 13, how the sector-focused good governance agenda compares against this
critique and where its potential flaws might lie. Drawing on Hyden et al (2004), the thesis
has proposed a conceptual framework that has set out how the governance concept has
been put to different uses across the broader social science literature. These uses have
depended on whether proponents have focused on results, processes, rules or the ability
to steer.
Figure 1 has presented these four uses in a matrix format, allowing the thesis to identify
that the global sector-focused good governance debate has proposed a short cut route to
get from Quadrant 1 to Quadrant 4 of that matrix. This route has suggested that the
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insights gained from analyses that have sought to identify how institutions affect
outcomes can be turned around to identify the substance of sector institutional reforms so
as to steer towards desired results.
The thesis has argued that the critical reading of the broader social science literature on
institutions and institutional change cautions against this logic. The first concern is that,
contrary to popular belief, it is not always obvious what good institutions actually are.
Second, in the broader social science literature institutional change is seen as the result of
multi-level and multi-stakeholder processes, where the enforceability and effectiveness of
new rules are not independent of how these rules have come about. This observation
suggests that institutional change does not lend itself neatly to a technocratic approach,
where a linear results chain is presumed to lead from reform actions and inputs demanded
of governments to desired outcomes.
These two concerns question the proposition that improving institutions is the obvious
solution for addressing the challenges that producer countries are facing in relation to
their extractive resources sectors. Instead, the route from knowing how rules affect results
to steering towards better results is longer and more complex. The broader social science
literature suggests that the processes by which institutions are established (i.e. research
focusing on Quadrant 2) and the ability of the nation-state and other collective entities to
enforce these (i.e. research focusing on Quadrant 3) are of critical importance. Thus, the
implicit theory of institutional change that prevails in the conventional debate and is
promoted by the global sector governance agenda (Figure 2) has remained
underdeveloped on the question how, and under what conditions, countries ultimately
develop the capability to manage their extractive resources sectors for the benefit of their
citizens.
The thesis has identified several points where the top-down global agenda on the ‘good
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governance’ of the extractive resources sectors seems disconnected from developments
that are taking place at the global and the local level. For example, there have been
geopolitical shifts in the demand for, and supply of energy and minerals (Mitchell et al
2012); some producer countries are experiencing deeper social and political
transformations that could be the result of a number of factors that have come together in
particular ways; finally, at the project level resource developers are facing increasing
pressure from communities demanding, not only that negative local impacts are assessed
and managed, but also that projects leave behind positive developmental legacies.
These disconnections leave resource developers in a challenging position. In the first
instance, they rely on government agencies to grant them rights and access to resources.
However, the global advocacy around the international good governance agenda all too
often sees governments as the source of ‘poor governance’. Meanwhile, resource
developers are expected to build good relations with communities and are getting drawn
into the de facto provision of public goods and services, by either providing these directly
or contracting-in third parties to do so on their behalf. This development suggests that
there are some unanswered questions about the evolving relationships between resource
developers, the governments of producer countries, and the social constituencies affected
by the decisions made by the former two.
The thesis has taken as a reference point for its critical analysis historical comparative
analyses that have pointed to shifts in alliances of political and economic elites and their
relationship to non-elites as the source of transformational institutional change. It has also
drawn on the broader public policy literature and its critique of the different uses of the
governance concept. Although this literature has more typically focused on institutional
change in OECD countries, it alerts to the importance of processes. This literature
prompts those interested in the governance of the extractive resources sector to take a
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closer look at the processes by which rules are made (Quadrant 2) and how they get
enforced (Quadrant 3). By implication, this literature prompts to evaluate how policy
analysts on extractive resources governance could draw on existing frameworks to
conduct institutional analyses focusing on processes. This forward-looking question will
be discussed further in Chapter 8. The remainder of this chapter summarises how the
thesis has tested its hypothesis, the findings of the analysis conducted, and the
implications for the exiting scholarship.
7.1

The questions

The thesis has embarked from the hypothesis set out on page 30, that much of the existing
work on resource sector governance has been slanted towards a particular type of
theoretical approach that has prompted a global agenda, and a corresponding action
agenda, to develop in one particular direction. To prove this hypothesis the thesis posed
the following three high-level questions:
•

How have policy conclusions on extractive resources governance come about and
how have these influenced the global agenda?

•

How do proponents of the global agenda associate extractive resources sector
governance with the complexity of, and the challenges posed by institutional
analyses?

•

What are the strengths and weaknesses of the existing scholarship, and what do these
imply?

Section 7.2 summarises the substance to answer these three questions, which has been
laid out in Chapters 2 to 6. Next, section 7.3 answers the questions. Finally, section 7.4
draws out the implications of the answer to the third of these three questions.
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7.2

The substance

7.2.1

Chapter 2 – The three main debates

Chapter 2 has started with a review of the three main debates on the opportunities and
challenges faced by countries that produce extractive resources. Captured as Debate No
1, the chapter has summarised the literature on the opportunities associated with investing
in the extractive resources sectors. It has outlined the basic thinking on the economic
impacts of capital investments in the extractive resources sectors on countries’ economic
performance, such as liberalising the sector to support economic recovery and growth and
using foreign investment to exploit comparative advantages. This literature also
recognised that there are some challenges, as a result of the impacts of such investments
on the macro-economy and the localities where projects are being developed.
Captured as Debate No 2, the chapter has summarised the extensive literature on the
political economy of extractive resources, with its dominant but not exclusive focus on
‘resource curse’. It has tracked the evolution of this literature by the outcomes that
proponents have focused on and the explanations they have provided for these. This has
brought out that there are essentially two main schools of thought: the first argues from
an agency perspective (rent-seeking); the second argues from a structural perspective
(rentier states and societies). Both schools have found common ground in identifying that
‘institutions’ explain cross-country variances in outcomes. This conclusion was turned
into the appealing narrative of relating ‘good’ versus ‘bad’ governance to the opportunity
of ‘resource-led development’ and to contrast this narrative against the risk of ‘resource
curse’.
The focus on institutions has built on a general development across several subdisciplines of the social sciences, recognising the role that institutions play in social,
economic and political outcomes. For those looking for a solution to ensure the extractive
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resources sectors make a positive contribution to the development of producer countries,
it has been appealing to focus on institutions as an input variable and then to propagate
respective sector reforms. However, this solution has implied that it is clear what
institutions are and how they support ‘good governance’. The thesis has argued that it is
disputable whether this is in fact the case, evidenced not least by the wide variety of
indicators as well as structural variables that have been associated with ‘good’ versus
‘bad’ institutions.
Captured as Debate No 3, Chapter 2 has picked up on the more recent debate how the
extractive resources sectors can be better linked with other economic sectors to support
economic diversification and provide broader access to economic opportunities. It has
reviewed linkage theory, which associates the technologies of production used in the
extractive resources sectors with domestic socio-political characteristics. It has also
picked up on industrial policy regaining recognition as a potential tool for governments to
shape the developmental impact of the extractive resources sectors. The chapter has
shown the connection of this debate to institutional analyses that stress the concept of
comparative institutional advantages and the critical functions that institutions provide.
This connection questions the more typical perspective that puts state failure as
diametrically opposed to market failure. Instead, it alerts to the joint problem of state and
market failure. In contrast to the political economic debate, the linkage debate looks at
‘institutions’ as an outcome where industrial policy becomes a vehicle for building
comparative institutional advantages. Finally, Chapter 2 has drawn the circle from the
linkage and industrial policy debate to the pressures that resource developers are facing to
deliver on local content and employment.
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Chapter 2 has concluded with four open questions. These have been (1) what actually are
institutions; (2) how do institutions change; (3) how are institutions enforced; and (4) do
existing institutions matter for the design of interventions aimed at improving institutions.
Figure 7 has placed each of these questions in the quadrants of the matrix outlining the
four main uses to which the governance concept has been put. For reference, Figure 7 is
reproduced below. Chapters 3 to 6 have answered each of the four questions in turn.
Figure 7 (reproduced): Key questions for the governance of the extractive resources
sectors

7.2.2

Chapter 3 - Defining institutions

Chapter 3 has focused on Quadrant 1 and has asked what actually are institutions. To
explain why the quality of institutions has been viewed as the critical factor explaining
variance in outcomes across producer countries, the chapter introduced a taxonomy
(Figure 8) that set out on the vertical axis the four levels of social analyses that Oliver
Williamson had developed to take stock of the achievements of the rediscovery of
institutional analyses. The horizontal axis set out the three main methodological
approaches that researchers have used to investigate the causal connections between the
extractive resources sectors, institution and economic, political and social outcomes.
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This taxonomy has then been populated with the different strands of literature reviewed
in Chapter 2. This has brought out several observations. First, there is no universally
accepted definition of what institutions actually are. Second, what institutions have been
perceived to be (i.e. their implied ontology), has conditioned the methodologies that have
been chosen to assess their impact on outcomes. In other words, different ontologies have
underpinned methodological choices, which in turn have conditioned the policy
conclusions researchers have drawn. Finally, the taxonomy has pointed to a line of
division between one two set of studies: one set has tested theoretical propositions based
on conceptualising institutions as an input variable on the basis of microeconomic
assumptions about the behaviour of agents; the other set has contributed to theory
development on the basis of systematically contrasting and comparing country cases
where proponents have seen sector as well as broader institutional arrangements as the
outcome of multi-level and multi-stakeholder processes.
The first set of studies has suggested that there is a short cut route from Quadrant 1 to
Quadrant 4. This suggestion has underpinned the top-down action-oriented debate on the
good governance of the extractive resources sectors. Meanwhile, the second set of studies
has pointed towards a longer route from Quadrant 1 to Quadrant 4, Quadrant 2 and
Quadrant 3. This longer route has suggested that the concept of institutions is analytically
valuable for identifying where and when the combination of structural conditions and
agency have results in social relationships that have supported, or undermined, positive
outcomes. However, the concept is ill suited to serve as a variable on which to base
advice on sector reforms. Institutional arrangements that serve positive collective
outcomes cannot simply be brought about by externally designed and demanded sector
reforms. Whether this reform approach has worked, has depended on additional
conditions.

212

The longer route suggests that a critical condition for success is what alliances are struck
between political and economic elites and how these affect the distributional impact of
the use of resource rents. In the positive cases, such alliances have supported fiscal and
wider public policies that have helped to build cross-sector linkages and have more
equally distributed economic and social opportunities. This suggests that positive
dynamics towards building fortunate alliances within the domestic political area of
producer countries is critical for ensuring that the opportunities associated with the
extractive resources sectors are translated into sustainable economic, political and social
development. The question that arises is how such alliances can be built and what role
(positive or negative) resource developers can play in this respect. As suggested by
Quadrant 2 and Quadrant 3, this is where the processes by which institutions are built and
how they are enforced come into play.
7.2.3

Chapter 4 – Changing institutions

Focusing on Quadrant 2 of Figure 7, Chapter 4 has reviewed the social science literature
on the question how do institutions change. This discussion has embarked from the
premise that the advocates of the global good governance agenda as well as the
governments of producer countries and resource developers share the objective to bring
about positive institutional change. If this is so, it should be useful to bear in mind what is
already known about how institutions emerge and how they change.
Chapter 4 has started off with a review of the results of institutional reforms in the
extractive resources sectors introduced over the past decades. First, it has found that the
liberal reform agenda underpinning these reforms often aimed narrowly at encouraging
foreign resource developers to invest. The developmental impact of meeting this narrow
objective has been mixed and a number of countries have backtracked from the liberal
reform agenda. This first section of Chapter 4 has discussed four sets of explanations that
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have been put forth to explain this development. These have included (1) ‘resource
nationalism’, associated with rising global demand and prices; (2) the ‘obsolescing
bargain’, associated with investment projects moving from the development to the
operations phase; (3) the argument that there is lack of political will among politicians
and bureaucrats to properly implement liberal institutional reforms; and (4) increasing
domestic pressure on politicians and bureaucrats to deliver more tangible benefits to
domestic constituencies, on the back of resource property rights having been granted to
resource developers but the socio-economic costs of their use not being perceived to be
adequately recovered.
The chapter has found that the first three explanations have been well aligned with the
liberal reform agenda; they constitute the conventional perspective. Most narrowly, the
first two explanations simply point to changes in external conditions as the cause for
reform backtracking and reversals. The third explanation reflects the global agenda on the
good governance of the sector. It promotes externally induced institutional measures to
tie politicians and bureaucrats to normatively perceived standards of good sector
governance. It is the fourth explanation that offers an alternative perspective. It stresses
the importance of positive collective action within producer countries. Invariably, such
action has to be backed not only by formal level 2 and 3 institutions, but also by more
informal level 1 institutions, including for example a shared understanding of the
direction of travel that is of mutual interest to producer countries, resource developers,
citizens and other third parties.
Second, Chapter 4 has identified the common denominator that prevails across the
broader social science research on institutional change. This is, that theories of
institutional change explain major transformations in the structures that underpin
economic, political and social exchanges and why these have occurred, or not. Chapter 4
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has argued that this body of literature holds some strong messages for those seeking to
reform particular sector institutions. First, transformational changes to institutional
arrangements typically do no just affect one of the levels set out by Williamson’s
hierarchy; it involves all three of them. Second, higher-level institutions constrain those
that lie below. And third, the greatest potential for conflicts and tensions arises at the
intersection between level 1 and 2. As per Chapter 3, this has not been the focal point for
the proponents of the global agenda on the good governance of the extractive resources
sectors.
These messages have reiterated the high-level finding of Chapter 3, that there is a fault
line between (i) the liberal approach to reforms that has viewed institutions as inputs to
achieving desired results, i.e. the short cut route from Quadrant 1 to Quadrant 4, and (ii)
the perspective that has perceived successful institutional arrangements as the outcome of
multi-level and multi-stakeholder processes, i.e. the longer route from Quadrant 1 to
Quadrant 4, via Quadrant 2 to Quadrant 3. Figure 12 has shown this fault line. The liberal
approach has typically ignored the institutions situated at level 1 of Williamson’s
hierarchy. However, the conjecture is that it is these types of institutions that often
undermine the functions that the reformed institutions at level 2 and level 3 are expected
to deliver.
Third, Chapter 4 has used the social science concept of ‘property rights’ to contrast the
liberal approach against the concerns of its critics. Figure 13 has shown that the property
rights concept sits squarely at the intersection of level 1 and level 2 institutions, with
sector legal frameworks formalising such rights from level 2 downwards. The chapter has
argued that the liberal school of property rights has underpinned sector institutional
reforms from the 1980s onwards, building on a particular reading of the Coase Theorem
and its supportive postulates. However, critics have pointed to two flaws. First, its
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particular reading of the Coase Theorem has resulted in the liberal school not recognising
the role that level 1 institutions play in making markets work (or not). Second, more
recent extensive research on natural resource ownership conducted over the past decades
has overhauled the fundamental postulates on which the liberal reform agenda was built
in the first place.
This critique points to level 1 institutions sitting above sector legal frameworks and other
sector specific institutions, lending the latter the legitimacy that they require to be
enforceable. Legitimacy clearly is not an input factor, but something that is the result of a
broadly respected decision making process. To explore what might lie behind the
pressures on both the governments of producer countries and resource developers that
arise at the intersection of level 1 and level 2 of Williamson’s hierarchy, the reminder of
Chapter 4 has posed three questions. These have focused on (1) the role of the state in the
provision of property rights; (2) the wider socio-economic benefits associated with
providing such rights as a ‘public good’; and (3) the impact of elite constellations and
pre-existing institutional arrangements on bringing about transformational institutional
change.
Chapter 4 has concluded that the narrow perspective of the liberal reform agenda on both
the strength and the form-focused appropriateness of sector governance is limited: it
ignores the context-specific domestic dynamics between actors and existing institutional
arrangements that affect the legitimacy and thus the enforceability of sector legal
frameworks and wider sector-related public policy decisions. This highlights a positive
role for the state to address conflicts and tensions around the exploitation of extractive
resources, rather than being relegated to a negative role by the perspective of the
proponents of the rent-seeking argument. It also suggests that it is not a foregone
conclusion that stronger property rights are always better (Chang 2007). From a broader
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developmental perspective, major economic transformations have coincided with
fundamental changes in property rights regimes. Structural changes, such as
technological breakthroughs and demographic shifts, are believed to have brought these
about, leading to challenges to the political power bases backing the previous property
rights regime (Evans 2007)105.
7.2.4

Chapter 5 – Enforcing institutions

Chapter 5 has turned to Quadrant 3 of the conceptual framework matrix to pose the
question how are institutions enforced. Here, the ability to enforce institutions relates to
producer countries’ administrative capacity to follow through on their public policy
decisions, for example, if public authorities can actually enforce the laws, regulations,
fiscal regimes and contracts that governments have approved or signed up to.
Chapter 5 has focused at the intersection between levels 1 and 2 of Williamson’s
hierarchy, where the relationship between the state and society is critical. The ability of a
state and its public authorities to enforce new rules is conditioned either by its ability to
coerce, or the legitimacy of the rules it devises, and to which citizens and collective
entities are expected to adhere. Legitimacy underpins the positive exercise of public
authority, where broad-based acceptance and trust supports compliance. In the context of
the extractive resources sectors, this discussion is about the source of the power of public
authorities to grant rights and access to resources and how these rights are balanced
against the full economic, political and social costs of providing and enforcing them.
Chapter 5 has looked towards the literature on state capacity to inform what lies behind
the enforcement of rules. This particular literature has drawn attention to ‘developmental
states’ as the key drivers of economic, political and social transformations. The chapter
has compared three views on developmental states to discuss what the prospects are for
105
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producer countries to develop the capacities typically associated with such states. Often
these prospects are considered to be negative. However, Chapter 5 has concluded that the
governments of producer countries are not categorically relieved from seeking
legitimacy. The historical view suggests that achieving broad-based legitimacy has to do
with how critical actors interrelate; most prominently how political and economic elites
are aligned between themselves, and how these alliances have affected non-elites. The
respective literature suggests that state capacity and the institutions of enforcement that
are built in this process are the outcome of reformulated social contracts between old and
new elites and their relationship with non-elites. This view has suggested that positive
alliances between critical actors supporting positive institutional change can be built.
However, while the direction of travel is clear, there is no generic template how one can
best move towards this objective. As Quadrant 3 has suggested, this is about steering
processes towards the enforcement of new rules, but where positive results are not
necessarily guaranteed. It leaves an open field for researcher interested in processoriented institutional analysis to build on existing, and develop further conceptual
frameworks and theories that captures how variance in how processes have unfolded have
supported positive outcomes in some countries but not in others, what processes might be
occurring in the present that might be leading towards better outcomes or under what
additional conditions this might be the case, and to spell out what could be positively
contributed by whom to encourage the types of processes that might deliver positive
outcomes in the future.
7.2.5

Chapter 6 - Variances in sector legal frameworks

Chapter 6 has made a contribution to the difficult space of Quadrant 4, which is about
steering processes towards desired results. By surveying the variances in sector legal
frameworks that exist across producer countries and how these have come about, the
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chapter has tentatively probed into the question, if existing institutions matter for the
design of interventions aimed at improving institutions. The chapter has started from the
premise that sector legal frameworks underpin the rights that the public authorities of
producer countries grant to resource developers. A positive answer would suggest that
variances in sector legal frameworks and, importantly, how these have come about should
have some impact on how well producer countries can enforce these frameworks in
support of positive development outcomes.
The chapter has mapped the four tiers of sector legal frameworks into the appropriate two
levels of Williamson’s hierarchy on social science analyses. To bring out cross-country
variances, the chapter has posed as set of questions for each of the three relevant tiers.
For constitutional provisions these have included: (1) who are the primary owners of
extractive resources, (2) what is the legal tradition of the producer country, and (3) what
are the origins and the trajectories of constitutional provisions. For sector specific
legislation the chapter has asked: (1) how general or specific is this legislation, (2) how
are resource property rights granted, and (3) what is the role that sector legislation
assigns to NOCs or NMCs. Finally, contracts and agreements have been differentiated on
the basis of the differences between (1) the oil and gas sector and (2) the mining sector.
The chapter has concluded that its review showed a broad pattern where, for one set of
countries, sector legal frameworks evolved as part of countries’ processes of building and
consolidating nation-states. While these countries may still be experiencing tensions and
conflicts at the intersection of level 1 and level 2 institutions, in general there are
legitimate political-administrative processes in place to resolve, or at least to manage
these. For another set of countries this condition does not apply, at least not to the same
extent. External factors have had a much greater influence in shaping sector legal
frameworks, with less or little attention paid to whether these are compatible with or
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contradict other institutional arrangements, including those at level 1 which are often not
formalised, such as for example communal rights to resources claimed by traditional
communities. This leaves the chapter to point to an open field for research to develop
theory on whether the processes underpinning changes to sector legal frameworks affect
their legitimacy and enforceability and, by implication, whether this makes a difference
to the impact of the extractive resources sectors on broader development outcomes.
7.3

The answers to the three high-level questions

Finally, this section presents the answers to the three high-level questions presented in the
introduction and repeated in section 7.1. The first was a reflective question: (1) how have
policy conclusions on extractive resources sector governance come about, and how have
these influenced the global agenda. The second question focused on the present: (2) how
do proponents of the global agenda associate extractive resources sector governance
with the complexity of, and the challenges posed by institutional analyses. The third
question looked forward: (3) what are the strengths and weaknesses of the existing
scholarship and what do these imply.
7.3.1

Policy conclusions on resource governance

Question 1 - How have policy conclusions on extractive resources sector governance
come about, and how have these influenced the global agenda?
The thesis has criticised the liberal reform approach to the question how the extractive
resources sectors should be governed. Chapter 2 has explained that this approach had
initially focused on the economic opportunities associated with these sectors, in particular
in relation to attracting foreign investment. That chapter has also revealed the intellectual
underpinning of this approach, namely it has built on a particular reading of the ‘Coase
theorem’ and associated postulates. These have stressed the strength and the
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competitiveness of sector legal frameworks as a key factor encouraging positive
investment decisions.
Chapter 2 has also shown that, while it was recognised from early on that attracting
foreign investment to the extractive resources sectors could bear some challenges, these
were initially confined to include technically manageable macroeconomic effects and
local-level project impacts. Macroeconomic effects have been considered the
responsibility of producer countries, possibly drawing on the help of international
technical expertise sourced from the international financial institutions. In turn, managing
the local-level impacts have been considered the responsibility of resource developers,
where both international standards and industry self-regulation have set the benchmark
for how to approach assessing, managing and remedying these impacts.
Chapter 2 has furthermore recognised that since the mid 1990s a comprehensive body of
research has shifted attention to the political economy of extractive resources, enquiring
about the political and social factors that have underpinned the economic, political and
social outcomes experienced by producer countries. The thesis reviewed this literature by
drawing out the differences between the two main schools of thought that it has produced.
Both schools have landed on ‘institutions’ as the factor that could not only explain the
variance in outcomes observed across producer countries. Institutions could also be
turned into a cure and a prophylaxis. This debate has gained currency against the
background of the general rediscovery of institutional analyses that was brought into the
development discourse from the mid-1990s. It nurtured the preoccupation with ‘good
governance’ that has guided the efforts of many international development agencies and
their search for generic templates that could inform institutional reforms, which would
then steer countries towards achieving the desired development outcomes.
The taxonomy set out in Chapter 3 has identified that this focus has ignored (a) that
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institutional analyses are very diverse, and (b) that there is no universal definition on
what institutions actually are. There is, however, a hierarchy of levels at which social
scientists have looked at the role that institutions play and there are some insights how
these different levels connect with each other. By applying a taxonomy that sets these
levels of analyses against researchers’ methodological preferences, Chapter 3 has
revealed that there has been a dominance of cross-country statistical analyses seeking to
derive generalisable explanations on the basis of drawing causal inference from relating
independent explanatory variables to outcomes. These analyses have focused on testing
theory derived from micro-economic postulates as well as narratives that have built on
specific country case examples. The measurement of institutions as an explanatory
variable has depended on the availability of proxies that could be deployed in crosscountry statistical analyses. This has narrowed the focus on selected level 2 and level 3
type institutions. These have then served to underpin normative policy conclusions about
the types of institutions that make for ‘good governance’.
On the basis of this observation, the thesis concludes that the global agenda on resource
governance has been brought about by a methodological preference that has supported
theory testing. This preference has supported an ontological stance that has defined
institutions in a way that lend itself to immediate policy conclusions on what needs to be
done to improve the governance of the sectors to achieve better outcomes. This is the
short cut route from Quadrant 1 to Quadrant 4. This route has divorced the good
governance agenda from the broader social science literature that points to the longer
route via Quadrant 2 and Quadrant 3. Because this route captures the different uses to
which the governance concept has been put, it suggests that the process-related concerns
that arise in Quadrant 2 and Quadrant 3 are not trivial. In fact, the processes through
which institutions come about and are enforced could be critical for achieving positive
outcomes. This suggests that, going forward, those interested in improving the
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governance of the extractive resources sector should draw inspiration, and build on
existing approaches to institutional analysis that focus on processes and the collective
action (or lack thereof) that these produce.
7.3.2

Resource sector governance and the complexity of institutional analyses

Question 2 - How do proponents of the global agenda associate extractive resources
sector governance with the complexity of, and the challenges posed by institutional
analyses?
On one hand, institutional analyses have served the proponents of the global agenda
well. Chapter 2 has shown that when the variable ‘institutions’ was brought into Debate
No 2, it allowed researchers to explain the cross-country variances in outcomes across
producer countries. This, in turn, dispelled the suggestion that there was something
inherently bad about the extractive resources sectors where poor outcomes could not be
avoided. The debate on the opportunities and challenges of the extractive resources
sectors could broaden out and explain why poor outcomes had occurred in many, but
not in all countries. The proponents of the global agenda could move on to identifying
policy conclusions against ‘resource curse’ and in support of resource-based
development.
On the other hand, institutional analyses are complex and pose challenges. Chapter 3
has demonstrated this complexity when it introduced Williamson’s hierarchy of social
analyses and the associated three levels of institutions. This hierarchy has laid open that
there is no agreed definition on what institutions actually are and that institutions
operate at different levels. Furthermore, the hierarchy has suggested that each higher
level constrains those that lie below and that the intersection between level 1 and level 2
is often the most critical. With reference to sector legal frameworks, Chapter 4 showed
that it is at this intersection where the state takes a critical role in formally granting
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rights to resource developers and to enforce these. Thus, it is at this intersection where
the benefits of such rights are, either explicitly or implicitly, balanced against the costs
of granting, enforcing and using these. Conflicts and tensions often arise at this
intersection because different constituencies disagree on how the benefits and costs of
rights to resources are, or should be, distributed.
The proponents of the global agenda have typically focused narrowly on level 2 and
level 3 institutions, because this has allowed them to look at ‘institutions’ as a solution.
However, using the variable ‘institutions’ as an analytical concept to explain variance in
outcomes does not automatically make it a suitable entry point to target well-meant
interventions. The analytical usefulness of ‘institutions’ lies in the ability to bridge the
well-known gap between agency-focused explanations, where individuals are held
responsible for economic, political and social outcomes, and structural explanations,
where the actions of individuals are subjected to more or less hard-wired conditions.106
However, it is this position between structural conditions and agency that make
‘institutions’ fundamentally a dependent variable. Institutions only work as an input
variable, if they are underpinned by microeconomic assumptions about the behaviour of
agents,107 where institutions can then be devised as a constraint. It is worth recalling
from Chapter 3 that it has been the desire to generalise the insights gained from relating
rules to results that led to the proposition of there being the short cut route from
Quadrant 1 to Quadrant 4, where institutions are seen as constraints. However, this
route has left it unclear how those actors who, on one hand, are seen to require that they
need to be constrained will also, on the other hand, provide these very same institutions
as part of their role as agents of the state.
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This is a long-standing challenge that is well recognized by the philosophy of the social sciences; the
development of institutional analyses is tied to the recognition of this challenge. The scholarship on the
governance of the extractive resources sectors shows this challenge in the difference between the rational
choice and the structural institutional analyses summarized in sub-section 2.2.3.
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It is theoretically also possible to consider alternative agency-based assumptions, drawing on insights
from psychology.
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The longer route, via Quadrants 2 and 3, views institutions as an outcome of multi-level
and multi-stakeholder processes, where structural conditions, existing institutional
arrangements and different actors interact. The broader social science research that
relates to this route has suggested that a critical condition for positive institutional
change resulting in broad-based positive outcomes is that economic and political elites
come together to forge fortunate alliance which not only benefit themselves, but also
non-elites. This suggestion prompts a closer look at the processes by which actors make
rules and how they manage to enforce these.
The thesis concludes that, in general, the proponents of the global agenda have shown
little regard for the complexity of, and the challenges posed, by institutional analyses.
They have downplayed that knowing that institutions matter is not the same as knowing
how they come about or how to change them. They have focused on the types of
institutions that are located at level 2 and level 3, thus not recognising that the critical
point of intersection is between those at level 1 and those at level 2. Finally, they have
ignored the lack of generalizable theories that connect the different levels of institutions,
while at the same time they have also ignored that the broader social science literature
has recognised this challenge.108
It lies near to suspect that acknowledging the complexity of, and the challenges posed by,
institutional analyses would have undermined the certainty with which the advocacy
underpinning the global agenda could put forth solutions to improve sector governance.
Activists and policy advisers would have had to acknowledge that the role they should
perhaps play should focus more on accompanying processes and supporting positive
collective action, rather than supporting adversarial-framed debates that play into the
convenient, but ultimately unhelpful dichotomisation of ‘good’ versus ‘bad’ institutions,
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and ‘good’ versus ‘bad’ governance.109 From a normative perspective, it could be argued
that it is acceptable for activists to not acknowledge the complexity of, and the challenges
posed by, institutional analyses. However, by way of the nature of their profession
academic scholars could be expected to make their assumptions explicit. Unfortunately,
when proponents of policy advice from that constituency draw selectively on analytical
work to suggest practical interventions on how to improve institutions, they knowingly
leave assumptions and implied causalities undeclared.
7.3.3

Strengths and weaknesses of the existing scholarship

Question 3 – What are the strengths and weaknesses of the existing scholarship, and what
do these imply?
Summarising the three main debates, the thesis has documented how the existing
scholarship on the opportunities and challenges of countries producing extractive
resources has evolved and diversified. From the initial consensus around the promotion of
foreign investment and macroeconomic issues that existed in the 1980s and 1990s, the
scholarship expanded into a much broader debate on the political economy of the
extractive resources sectors and, more recently, the rediscovery of industrial policy as a
means to build cross-sector linkages.
This broadened debate has exhibited several strengths. It has dispelled some convenient
truths, such as clarifying that foreign investment in the extractive resources sectors does
not per se deliver positive development outcomes but that several additional conditions
also have to fall in place. Similarly, it has underlined that technical advice alone is not a
panacea, although of course it has its place, for example with respect to managing the
macroeconomic and fiscal impacts of large-scale export-oriented projects. And, once the
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of pressure from activism pursuing a global agenda on on-the-ground improvements in better assessing
and managing cumulative impacts.
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concern had been raised that there might be an unavoidable negative relationship between
the extractive resources sectors and economic, political and social outcomes, scholars
have tried hard to identify potential entry points for turning this relationship into a
positive.
However, the broadened debate has also suffered from weaknesses. Focusing on the
global agenda that has thriven on the back of the broadened debate, two of the
weaknesses were reflected in the answers provided in sub-sections 7.3.1 and 7.3.2,
respectively.
These two sub-sections contained that, first, the short cut route from Quadrant 1 to
Quadrant 4, proposed by the dominant global agenda, has neglected the processes by
which institutions are established and how they are enforced. In turn, the longer route via
Quadrant 2 and Quadrant 3 has alerted to the importance of processes and thus, of
institutional analyses that focus on processes. Second, the proponents of the global
agenda have principally neglected the complexity of, and the challenges posed by
institutional analyses, because their ambition has been to develop policy conclusions
against ‘resource curse’ and in support of resource-based development. This ambition has
been served by looking at institutions as a solution. Not least, this has come at the
expense of underplaying the critical role of the state at the intersection of level 1 and
level 2 of Williamson’s hierarchy, where the benefits associated with granting rights to
resources are (implicitly or explicitly) balanced against the costs associated with granting,
enforcing and using these. The conundrum for the global agenda has been that, while it
has looked at the politicians and bureaucrats that act on behalf of states as the cause of
‘bad’ institutions, it has implicitly assumed that somehow these very same agents will at
some point provide ‘good’ institutions and thus support good resource sector governance.
At stake here is the role of these actors in supporting positive collective action that might
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go against their otherwise a priori defined interests.
A third weakness can be identified by comparing the strengths and weaknesses of the
existing scholarship that has focused at that country level with the approach taken by
corporate social responsibility and social performance practitioners. Over the past two
decades, these proponents have worked on identifying and managing the socio-economic
impacts of the extractive resources sectors from the local-level project-focused
perspective. It is notable, that the proponents of the global agenda have taken little note of
the progress on the ground that corporate practitioners have made, and the lessons they
have learned. Likewise, corporate practitioners, and the academic literature that has
underpinned their work, have also come in rather late to recognise the approach and the
consequences of the work carried forward by the proponents of the global agenda.110
When corporate socio-economic impact assessments conducted for specific projects are
placed with the analytical space developed in Chapter 3 and set out in Figure 11 (for
reference reproduced below), it becomes apparent that its proponents have also faced the
problem of underplaying the role of the state.
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Figure 11 (reproduced) – Populated Quadrant 1 Taxonomy

These corporate assessments try to identify and manage a broad range of project-related
local-level impacts that can relate to all three of the institutional levels of Williamson’s
hierarchy with the view to identify their consequences for the risks and costs a resource
developer faces at level 4 of that hierarchy. Thus, sharing this similarity with individual
country case studies, these assessments can be located in the same multi-level space
marked with (v).
Corporate socio-economic impact assessments underplay the role of the state, because
their explicit project-focus approach means that impacts are addressed at the level of the
relationship between resource developers and impacted communities. They typically do
not include a fuller appraisal of the broader and the sector-relevant institutional
arrangements and public policy issues that are critical for the positive developmental
impacts of individual projects and the extractive resources sectors as a whole. At best,
these assessments miss to identify how and where their findings and implications on
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negative impacts could be fed into processes that could potentially produce mitigating
institutional arrangements and public policies. At worst, they miss out to identify the
structural-institutional conditions that lie behind the evolving impacts that they are trying
to address. For example, a socio-economic impact assessment may say something about
the labour demand that may be created by an extractives project, but it will not go as far
as to identify if and where the producer country’s labour market institutions may run
counter to corporate labour sourcing strategies, or what could be done by whom with
respect to education and skills development policies to prepare local labour market
participants for the opportunities that a project may bring.
Thus, in addition to underplaying the role of the state in addressing the challenges faced
at the intersection of level 1 and level 2 institutions, the project-focused approach has also
overplayed the role of resource developers. Where there is pressure to meet the
expectations of, not only particular local communities, but also regional, national and
global constituencies, there would appear to be a need for complementary inputs that can
identify and potentially help to address structural-institutional challenges that lie beyond
the local level. Looking forward, Figure 11 suggests that project-focused assessments
would benefit if, as indicated by the arrows pointing to the right of space (v), they were
better connected to the insights gained by the works that is reflected in spaces (iii) and
(iv), with these in turn connecting to Quadrants 2 and 3. To recall, spaces (iii) and (iv)
contain structural institutional analyses and systematic comparative analyses focusing at
the intersection of level 1 and level 2 institutions. When these types of institutional
analyses move in the space of Quadrants 2 and 3, they are - by their very nature - focused
on the processes by which critical actors take individual and collective decisions and
institutional change comes about.
The recent literature on impact assessments has noted that the original intention behind
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developing these assessments was for these to serve as a tool for communication so as to
pre-empt and address potential conflicts and tensions between resource developers, local
communities and others. However, it has been observed that this objective has been
undermined where such assessments have become reduced to a compliance tick-box
exercise, as a result of having been made a regulatory requirement (Vanclay and Esteves
2011).111 This observation suggests that the original intention did capture, at least
implicitly, the need for different constituencies to collectively address the types of
challenges that arise at the intersection of level 1 and level 2 institutions. However, from
the perspective of this thesis, this intention has missed out to provide a conceptual
framework that sets out why collective action is important, not only in relation to
resource developers and the pressures they are facing from local communities, but also
with respect to the critical the role that the state and its public authorities play. From there
on one could have identified where and how other third parties could play a supportive
role, for either of the three or all of the three constituencies: local communities, resource
developers and public authorities. These third parties include, for example, deliveryoriented non-governmental organisations and international development agencies, but
also social and entrepreneurial interest groups in the wider private sector of producer
countries. As per the weaknesses of the existing scholarship described in sections 7.3.1
and 7.3.2, it would merit to put greater emphasis on the analysis of multi-level and multistakeholder processes that have succeed in bringing about collaborative efforts that can
improve the balance between the benefits and costs associated with the granting,
enforcing and using of resource property rights.
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In combination with Environmental Impact Assessments (ESIAs), formal and public socio-economic
impact assessments (SIAs) are often part of licensing processes for which the content is prescribed.
Resource developers may in addition conduct more comprehensive internal assessment serving internal
risk management purposes.
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7.4

Implications of the strengths and weaknesses of the existing scholarship

It is left to this section to draw out forward-looking implications from the strengths and
weaknesses of the existing scholarship on the governance of the extractive resources
sectors.
7.4.1

Building on the strengths

Building on the strengths of the existing scholarship, there are several implications that
further research could consider. First, the thesis has made the case that there is a need to
focus more research on sector-relevant institutional arrangements being considered as a
dependent variable, rather than as an explanatory variable. This presents an opportunity
for researchers to contribute to the development of new theory and to build a better
understanding of the processes that have led, and hopefully are yet to lead, to better
management of the extractive resources sectors in support of economic and social
development. For example, Chapter 6 has indicated that there is a still a lot to be learned
about the socio-political and administrative processes that lie behind the formulation of
sector legal frameworks and their effective und un-contested enforcement. Another area
where theory development would be helpful is on the question what contributions third
parties can play in helping producer countries improve their sector legislative frameworks
and sector-related public policies to achieve a better balance between the benefits and
costs associated with the exploitation of extractive resources.
Theoretical innovation could also help to better connect the different levels of institutions
identified by Williamson’s hierarchy, in particular the intersection between level 1 and
level 2 institutions. To recall, it is at this point where the state and its public authorities
take a critical role in granting rights to resources and to enforce these rights. For example,
a question located at this point of intersection is how national-level legislation deals with
the recognition (or not) of the resource-sector related rights of indigenous peoples. New
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theoretical propositions, developed on the basis of systematic comparative analyses,
could help to explain how some countries have addressed this issue and what their
experiences with these arrangements have been. This could deliver insights for countries
that are struggling with acknowledging and accommodating such rights (but also want to
develop their extractive resources sectors) on potential options, as well as alert resource
developers to associated risks and costs. Several other examples could be thought of, such
as how social expectations of maintaining independent livelihoods may clash with the
presumption of the desirability of dependent labour relationships associated with the
creation of sector-related employment opportunities.
A second implication that builds on the strengths of the existing scholarship is that
researchers could move on from framing questions mostly at the level of comparing
countries and their performance. They could also look above and below that level,
recognising their interconnectedness. For example, looking above the country level could
involve comparative research into specific aspects of the global corporate practices and
standards of multi-national resource developers and their experiences with these across
different countries. Variance in these could then also be compared against the background
that many resource developers are working in the same producer countries, where they
may be experiencing similar challenges in relation to these challenges, or perhaps
different ones. Looking below the country level, there is more that could be done to
compare sub-national constituencies, such as regions, provinces and districts, where, for
example, similar project impacts may have triggered different dynamics, or where despite
substantial differences in corporate practices engaging with public authorities at the subnational level these may have led to similar disappointing outcomes.
This last suggestion hints at another opportunity, that more research could also be carried
out into the sub-national delivery chain of public goods and services that are critical for
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the extractive resources sectors to meet expectations on local content and employment.
For example, better research could be conducted into the sub-national provision of sectorrelevant public services such as, for example, secondary education and technical skills
development or labour market services. More generally, there is an opportunity to focus
more research on the conditions that support, or undermine, cross-sector linkages
between the extractives and other economic sectors, i.e. to pick up on the topics that the
evolving Debate No 3 has flagged. Furthering this debate is likely to draw more attention
to the functions that institutions provide, as well as the concept of comparative
institutional advantages, where industrial policy becomes a vehicle for institution
building. When industries policies are successful, the domestic private sector benefits
from the provision of public goods and services in a way that sustainably expands its
productive capacity.
The two implications outlined above bear a third implication, on researchers’
methodological choices. The literature review presented in Chapter 2 has shown that, at
least until recently, cross-country statistical analyses testing theories have dominated the
debate on the political economy of the extractive resources sectors. However, investing
in theory development, as suggested above, will require that the balance be shifted
towards more comparative analyses and single case studies for the purpose of
developing and assessing the validity of new hypotheses. This suggests that a better mix
of methodological approaches is necessary. Chapter 3 has referenced several examples
where proponents have already moved in this direction.112 A challenge could be that the
prevailing dominance of cross-country statistical analyses is related to researchers’
incentives to maximise their publications, where empirical investigations into how the
extractive resources sectors and the political-economic and political-administrative
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This comment is consistent with the debate in the social sciences about the competition versus
complementary between qualitative and quantitative methods. It has come down on criticizing the
statistical work for not identifying new hypotheses on previously unobserved variables and therefore not
supporting fresh thinking about causalities (George and Bennett 2004, also Williamson 2000).
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systems of specific producer countries actually work are considered too time-consuming
and effortful. It seems that, for academics doubling as high-level policy advisors,
recognising these details has become an afterthought, to the detriment of those whom
they advise.
A fourth implication building on the strengths of the exiting scholarship is to get into
the details of the relative scale of the macroeconomic, fiscal, employment and other
impacts that different kinds of extractive minerals projects generate, and the
distributional implications these imply in relation to the types of countries and regions
where such projects are located. Gaining more clarity on the variance in distributional
consequences of extractive resources projects could provide an entry point to better
understanding in particular country contexts the social contracts and accountabilities
underpinning the relationships between different groups of national elites and their
relationships to non-elites. The structure of these relationships could be expected to
affect the political cost-benefit trade-offs of political elites to invest in state capacity
building to leverage the long-term opportunities versus exploiting the short-term
benefits associated with developing the extractive resources sectors.
7.4.2

Tackling the weaknesses

The weaknesses of the existing scholarship are not easy to tackle. This thesis has argued
that greater emphasis should be placed on the types of institutional analyses that
emphasize the processes by which rules and institutions are put in place and how
processes can serve to enforce public policies. The normative question lurking in the
background is, who could do what to support processes that result in legitimate and
enforceable public policies delivering developmental benefits on the back of the
exploitation of extractive resources.
The first implication of a stronger focus on processes is that the role of policy advisers
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changes to one where their task becomes to guide producer countries through processes
where strategic decisions are made in support of building countries’ capacity to capture
the long-term opportunities associated with the extractive resources sectors. This would
mean that each producer country would have to be supported on its own merit to balance
project-specific benefits against country and project-specific costs, looked at from the
corporate commercial, the public accounts, and the full economic perspective. Rather
than focusing narrowly on specific sector institutions, such as specific contracts, laws or
fiscal regimes, this role would entail guiding countries through complex decision-making
processes with the objective to achieve greater consistency and complementarity
between, not only the sector-specific, but also wider institutional arrangements, including
those located at level 1.
It could be argued that third parties, such as the Revenue Watch Institute or the Natural
Resources Charter113, who are predisposed to advocating a mainstreamed global agenda
on good sector governance, are not particularly suitable to lead in such a role. Their
agenda has tended to neglect the institutions located at level 1 of Williamson’s hierarchy.
This agenda also presumed, rather than verified, the motivations and objectives of
producer countries and resource developers. Nevertheless, a new development in the
operationalizing of the global agenda on good sector governance is for such third parties,
with support from international development agencies, to lead country-level assessments
on the readiness of producer countries to host extractive resources projects.114 It remains
to be seen, if these types of assessments will gain the legitimacy to influence multi-level
and multi-stakeholder engagement processes, achieving positive collective action among
resource producers as well as the different resorts and tiers of the government of producer
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As of June 2014, these two organizations have merged into a new organization, the Natural Resources
Governance Institute (NRGI).
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An example is the FOSTER project in Nigeria (Oxford Policy Management 2013a). A similar exercise
may be conducted in Tanzania, see http://www.uongozi.or.tz/news_detail.php?news=1873 (last accessed:
03.02.2014).
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countries and a broad range of national and international non-governmental
constituencies. To date, opinions are divided as to whether such, often externally imposed
initiatives carry this legitimacy, or whether alternative vehicles for collective action, such
as the African Mining Vision, could potentially be more successful.115
The second implication of a stronger focus on processes concerns the role of international
development agencies, where they are supporting producer countries. Their legitimacy to
support processes can be tainted by the pro-active role they played in relation to Debate
No. 1 on the opportunities associated with foreign investment in the extractive resource
sectors. Over the past decade, some international development agencies have also proactively supported the global agenda on good sector governance, hoping for improved
transparency to improve the accountability of politicians and bureaucrats in producer
countries and that of resource developers.116 More recently, in some of the newer
producer countries a situation can be observed where several international development
agencies are approaching governments and third parties to address very similar sectorfocused policy issues. This suggests that there remains a need for better coordination
among these agencies. More positively, as Debate No 3 on building better linkages
between the extractive sectors and other economic sectors evolves, there is ample room to
re-shape the role that international development agencies can play to achieve this
objective.
The second set of implications centres around the underplayed role of the state, and the
overplayed role of resource developers. First, it is easier to address the overplayed role of
resource developers. Arguably, resource developers could do more to set out where their
role in supporting the developmental benefits of the extractive resources sectors reaches
its limits and the role of the state and its public authorities should come in more strongly.
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See Dietsche et al (2013) for review of the different phases of donor support.
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However, this would require that resource developers adopt a public sector perspective
when they conceptualise, implement and communicate their contributions to the
provision of public goods and service. For example, a resource developer may be
expected to deliver on high expectations for local procurement and local employment.
But if the country’s education, skills development and labour market systems do not
produce the human capital required to meet these expectations within commercially
feasible boundaries, there are limits set as to how much a resource developer can meet
these expectation by providing human capacity building services on its own.117
Second, addressing the underplayed role of the state is more difficult. There is often still a
strong perception that the role of the state has to be viewed inherently with suspicion
because of the risk of state failure. Of course, this risk exists, but a more thorough reading
of institutional analyses suggests that the same applies to the risk of market failure. Both
types of failure can have common causes, so identifying and averting these is what really
matters. This brings the discussion right back to the issues discussed in relation to Debate
No 3 in Chapter 2 on comparative institutional advantages and the functions that
institutions provide, as well as Chapter 5, which has alerted to fortunate shifts in political
coalitions underpinning positive institutional changes that result in such advantages.
The implication of this weakness is to reconsider how institutional analyses focusing on
processes can be deployed to support the developmental contributions of the extractive
resources sector can make. The type of institutional analyses required is not the
compilation of cross-country comparative macro-level indicators measuring good sector
institutions and good sector governance. Instead, it is analyses that look from bottom-up,
laying out and helping to address specific challenges in a country’s existing institutional
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New research suggests that in countries with so-called ‘limited statehood’ there is a case for corporate
entities to provide public goods and services on behalf of the state, because of the latter’s limited
administrative reach. Interestingly, this research has found that the processes underpinning the
legitimisation of such an alternative mode of public goods and service provision might be critical for
success (Krasner and Risse 2014).
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arrangements in relation to the extractive resources sectors. For example, an institutional
mapping of the education, skills development and the labour market systems and who
shapes these systems how, conducted against the background of comparative knowledge
of such systems, could potentially identify practical steps towards helping a producer
country seize local employment opportunities. It could show how the relevant sector
ministries, resource developers and their supply chain, and delivery-oriented third parties
might want to collaborate to jointly achieve this objective.
This implication resonates with those who have more generally reviewed the
contributions that institutional analyses have made to the development debate. For
example, Opper (2008) maintains that institutions provide a useful concept for
conducting micro-level analyses. However, she cautions that a better understanding of
how transformational change across the several levels of institutions comes remains
hampered by insufficient collaborate research efforts involving the various subdisciplines of the social sciences. Interestingly, proponents who have studied institutional
change in OECD countries reach a similar conclusion on the usefulness of micro-level
analyses. Streeck (2009) proposes that working from the micro-level upwards stands the
best chance of bringing about positive systemic changes at the meso-level, which in turn
may ultimately underpin positive changes in macro-level outcomes. He concludes that
institutional analyses should be used more as a contextually grounded heuristic, rather
than strive for a grand theory explaining variance in outcomes in order to draw generic
policy conclusions from these. This is also the premise put forth by proponents of the
Institutional Analysis and Development Framework (IAD), which Chapter 8 will explain
further as an example of a conceptual framework that supports institutional analyses
focused on processes.
An example that can illustrate the argument for micro-level analyses is the discussion
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presented in Chapter 4 on resource property rights. It highlighted the flaws of the liberal
institutional reform approach for viewing sector legal frameworks as an input variable
that could be changed top-down by technical design. The alternative is to tackle deficient
sector legal frameworks from bottom-up through a process of incremental change, where
a mapping of existing institutional arrangements can help to identify where the crunch
points lie that undermine the legitimacy and enforceability of rights to extractive
resources. Most likely such crunch points are found at the intersection between level 1
and level 2 institutions.118
This chapter has summarised the critical analysis of the global debate on the ‘good
governance’ of the extractive resources sectors by first, repeating the three high- highlevel questions that the thesis set out to answer. Second, it has summarised the substance
of the thesis presented in Chapter 2 to 6. On this basis, it then moved on then to
answering the thesis’ three high-level questions, where the first question looked back, the
second related to the present, and the third question looked forward. The fourth subsection has drawn out some of the implications of the answers to the forward-looking
third question. The next chapter provides a brief discussion of the type of heuristic
approach to institutional analyses that might serve practically minded policy analysts
going forward.
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Arguably, in practice resource developers are taking this approach when, for example, they assess the
rights of indigenous peoples and the duties for resource developers that arise from these. However, to date
the anthropological and legal perspectives have dominated in assessments. The author of this thesis
argues that it could be beneficial if such assessments were conducted against the background of a
conceptual framework that incorporates a broader, and more systematic social science perspective.
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8.

Implications for practice

Policy analysts with a practical interest in contributing to improving the economic,
political and social outcomes that producer countries achieve on the back of developing
extractive resources will be inclined to raise the question how they could apply the types
of institutional analyses upon which this thesis has drawn for it critical analysis. The
thesis has argued that in the broader social sciences there are approaches to institutional
analyses that have looked more deeply at the diversity and heterogeneity of institutions
and the role they play in relation to problems of collective action. At the same time, these
approaches recognise the complexity of, and the challenges posed by, institutional
analyses.
One such approach is the Institutional Analysis and Development Framework (IAD),
developed by Elinor Ostrom and her collaborators (Ostrom 2005) against the background
of decades of empirical and theoretical work primarily on community-based collective
action and the governance of common-pool natural resources.119 These proponents
embarked from observing that the outcomes of real-life social dilemma situations have
often not corresponded with the outcomes that theories and models predicated for such
situations. They also noted that the diversity of institutional solutions found addressing
such situations has correlated strongly with the diversity of situations observed. These
observations led them to critique the dominant liberal perspective that focused on
institutional forms as a critical input for achieving positive outcomes (see discussion in
sub-section 4.3.2).
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The thesis has cross-referenced this work in the context of addressing the question ‘how do institutions
change’ (chapter 4), specifically in the discussion on theories of institutional change (section 4.2), where
such change is considered the outcome of contingent processes that run across several levels of
institutions. Further cross-references are contained in section 1.4 on the purpose of a conceptual
framework, and in sub-section 3.1.4 respective the observation that existing theories and models have not
recognised the role of level 1 type institutions associated with ‘social embeddedness’ in shaping people’s
cognition and subsequently their actions.
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Acknowledging the real-life diversity and heterogeneity of institutional arrangements,
these observers have subsequently focused their attention on the developing a framework
that would provide a systematic method for mapping and analysing real-life policy
dilemmas without denying the existence of complex overlapping and multi-levelled
institutional arrangements and polycentric governance systems. They have developed the
IAD framework to draw out the relationship between individuals’ actions, collective
action and macro-level economic, political and social outcomes, mediated by the
institutional arrangements that diverse actors have created, and keep changing, in various
cultural and historical circumstances. The framework focuses on individuals’ interests,
incentives and actions, while at the same time providing a tool to map the institutional
configurations of various social systems and their inner workings and describing the
multi-level processes that may take place across these. The crux is to gain a better
understanding of social dilemmas by systematically considering the structure of the
situation that relevant actors are facing so that the policy analyst can select appropriate
assumptions about actors’ interests, incentives and likely behaviour. The premise is that
institutional mapping can guide heuristic cognitive processes that may serve policy
analysts to identify viable strategies for nudging institutional change in a certain
direction. For example, institutional mapping may support strategic decision-making
around crafting a reform coalition supporting desirable institutional change.120
Figure 14 depicts the basic schematic representation of the IAD framework. At its core
lies the concept of an action arena, comprising an action situation and actors. The action
arena is the central focus for examining, mapping and predicting interactions. Additional
core elements are a set of factors that have been identified to determine the action
situations where actors interact, including (i) the rules in use that organise the
120

A contrary approach is that underlying Cust and Harding (2013), who suggest that the commercial
investment decisions of actors - in this case resource developers - can be derived from measuring the
performance of certain types of institutions.
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relationships between individuals, (ii) biophysical and material conditions, and (iii) the
nature of the communities to which individual actors relate. The premise is that actors
choose among diverse potential actions against the background of these structural
characteristics of the specific action arena. The proposed institutional mapping tries to
capture the characteristics of the action arena to infer about the action situation and the
actors’ preferences, information-processing capabilities, selection criteria and resources
as well as the processes that unfold when these interact and individual and collective
decisions are taken.
In essence, the IAD framework provides a heuristic device to produce institutional maps
to orientate social action. Its meta-theory is to guide analysts to, first, take a look at the
relevant actors, existing institutional arrangements and histories that constitute an action
situation, and only then to turn to any other sets of variables, factors, or features that the
social phenomena of interest implies (Aligica 2014, p. 83).
Figure 14: The IAD framework – conceptualizing an action arena

Source: author’s reproduction, based on Aligica (2014, p. 88) and Ostrom (2005, p. 15).

The mapping process entails three steps. The first is to identify and map an action arena,
i.e. the action situation and the actors. The second step is to identify the factors that
condition that action arena, i.e. the rules in use, the relevant biophysical and material
conditions, and the nature of the communities that are related to the action arena. The
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third step is to project how the preceding two steps may generate patterns of interactions
and specific outcomes over multiple action arenas. Thus, the framework encourages
connecting various levels of analysis. Depicting just two levels, this is schematically
sketched out in Figure 15. The nomenclature for the various levels used by Ostrom and
her collaborators has been replaced with that which the thesis set out based on
Williamson (2000). A third and fourth level can be imagined to follow the same pattern.
Figure 15: Connecting levels through the lens of the IAD framework

Source: author’s adaptation, based on Aligica (2014, p. 91)
Figure 15 indicates that the connections between the levels can capture ‘level-shifting
strategies’ that actors active in one action arena may want to deploy, if they feel that their
interests or concerns are not well represented in that particular action arena.
A core issue of interest for Ostrom and her collaborators has been the resilience of
different governance systems in light of exogenous shocks induced by natural

244

phenomena. They have observed that the resilience of a system has something to do with
its institutional diversity, while at the same time the resilience of an institution has to do
with its position and role in the overall systemic institutional ecology (Aligica 2014, p.
103). Compared to other types of resilience studies connecting the natural with human
systems, Ostrom and her collaborators have put greater emphasis on the socioinstitutional aspects of human systems, because they see human systems as social
constructs that incorporate human learning and diversity. Resilience, and therefore also
the sustainability of a governance system, demands innovation and the adaptation of its
institutional arrangements, where actors design and re-design the rules in use.121 Thus, it
is the concern about resilience that has led these proponents to focus their conceptual
framework at the meta-level and the socio-political processes of rule design. Similar to
Williamson pointing to the connections between the different levels of institutions,
Ostrom and her collaborators have observed that more resilient systems work across
different levels, where lower-level operational institutions identify and signal problems
upwards, and higher-level social and constitutional institutions create the conditions for
society to adapt to new challenges.
Exceeding the remits of this thesis, more could be said about the IAD framework and its
applications. Its validity and usefulness is obviously determined by the objectives and the
intentions of the analyst that applies it. There are alternative heuristic frameworks that
can guide institutional analyses to focus on the processes that create and change
institutions. One of these is Agency-Centered Institutionalism (ACI), first developed by
Fritz Scharpf and Renate Mayntz in the late 1990s. This approach emerged in response to
the types of institutional analyses that have underpinned Debate No 2 on the political
economy of the extractive resources as an endeavour to move beyond the typical
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Ostrom’s views on resilience pose an interesting question in light of the finding of Collier and
Venables (2010) that natural resources have a positive effect on the quality of governance above a certain
threshold level: it may be the case that that threshold level is associated with institutional diversity and
heterogeneity, and thus the ability of polycentric governance systems to learn and innovate.
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dichotomy of agency versus structural explanations, such as rent-seeking versus rentier
states. The core premise of ACI is to recognize that, when policies are developed,
institutional factors should be considered separately from the dynamics of actors’
interactions. The argument is that although institutional factors condition policy outputs
by influencing actors’ perceptions of reality and structuring the way they interact,
ultimately it is actors not institutions that decide on policies. This premise cautions that
institutions do not determine actors, but that additional factors related to actors warrant
attention in their own right. Notably, ACI inspired the types of systematic comparative
analyses that the thesis associated with Chapter 2’s Debate No 3 on the linking the
resources sector with other economic sectors and the discussion in Chapter 3 on
methodological choices.122
The final question to ask is how a heuristic framework guiding institutional analyses,
such as the IAD framework, can serve different constituencies with a practical stake in
the governance of the extractive resources sectors to contribute to processes by which
institutional arrangements are re-designed.
Resource developers could use such a framework to identify and assess socio-political
and political-economic risks that may be associated with particular producer countries or
the development of a particular extractive resources project. From which level such an
application should embark, would depend on its underlying intention. For example, a
corporate analyst could use such a framework to scope the emphasis and appropriate level
of detail of an ESIA to define the level of institutional details on communities and rules
in use such an assessment should collect in order to inform propositions about potential
patterns of interactions and their implications for the design of impact mitigation and
management measures.
122

The respective references include Hall and Soskice (2001), Thelen (1999) and Streeck (2009), as well
as others conducting OECD focused research on ‘Varieties of Capitalism’ that was cross-referenced in
Chapter 2 (sub-section 2.3.2.2), Chapter 3 (sub-section 3.2.3) and Chapter 4 (sub-section 4.1.3).
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Based on the personal experience of the author, existing ESIA methodologies are not well
developed in capturing how institutions at different levels affect both, the impacts of
extractive resources projects and the potential reactions of impacted constituencies. For
example, this weakness is not rectified by another heuristic framework that has been
proposed to inform such assessments, namely the Sustainable Livelihoods Approach
(SLA) (Coakes and Sadler 2011). The focus of the SLA has been on local communities
and their reliance to externally induced change. It has been built on the recognition that,
in order to sustain their livelihoods, poor people draw on a complex range of activities
and assets, the latter of which they often do not own (Norton and Foster 2001). This can
make them particularly sensitive to changes to the natural resources upon which their
livelihoods depend. Amongst the development community, the SLA gained currency in
the 1990s in response to the specific objective formulated at the time to focus aid on
poverty reduction. In the context of the insights gained from this thesis, the usefulness of
the SLA for informing social impact assessments is limited by its unspecified and
undifferentiated understanding of ‘structures’ and ‘processes’. It appears incognizant of
the relevant debate in the broader social sciences, including that of Ostrom and her
collaborators focusing intensely on the governance of natural resources and the
institutional resilience of social constituencies.
Those working on behalf of producer countries and their governments, or other national
constituencies, could apply the IAD framework to explore how a country’s existing
institutional arrangements could be adapted to respond better to an emerging extractive
resources sector, for example by encouraging linkages to be built between this and other
potentially viable economic sectors. To achieve this may require institutional innovations
where strategic political entrepreneurs would need to build coalitions of interests, based
on shared information and other strategic policy interventions targeted at encouraging
positive collective decisions.
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For third parties who have a vested interest in supporting the governance of the extractive
resources sector to deliver broader benefits to the citizens of producer countries, the IAD
framework could be useful to identify, and subsequently strategize, how and where they
could deploy their resources to support collective decisions, including of course on redesigning rules in use, that would enable citizens to capture the opportunities associated
with extractive resources projects.
This chapter has discussed a heuristic framework that policy analysts could draw upon to
approach improving the governance of the extractive resources sector from a processfocused perspective that recognised the role of different actors in bringing about
institutional change. Perhaps, the main hurdle for shifting course from the mainstream
‘good governance’ perspective is to invest in learning about these approaches. Ostrom’s
advice has been that understanding institutions and how they come about is not easy, but
it is far too important a subject to treat it with simply dichotomisations of ‘good’ versus
‘bad’, or ‘markets’ versus ‘states’. Her years of experience studying real-life cases of
natural resource governance dilemmas have taught her that learning to use a set of
conceptual maps and determining the right amount of detail to use is a skill that takes
some time to acquire (Ostrom 2005, p.8). The next chapter concludes the thesis.

248

9.

Conclusion

This doctoral thesis embarked from the observation that, over the past decade, the global
agenda on the ‘good governance’ of the extractive resources sectors has seen a
remarkable elevation. At the same time, it noted that in the broader social sciences the
governance concept, and how it has been used to inform institutional reforms, has been
subject to critique. The thesis noted an apparent disconnect between the expectations
associated with the approach of the global agenda to put pressure on producer countries
to improve their sector institutions, and other sector-relevant empirical developments
taking place at the global, national and local project levels.
To understand how the sector-focused good governance agenda compares against the
critique from the broader sciences and empirical developments, the thesis developed a
conceptual framework that has identified the different uses of the governance concept in
the broader social sciences. It set out a matrix that captured whether users have focused
on rules, results, processes, and/or the ability to steer. This framework then guided the
thesis in, first, reviewing the three main scholarly debates on the opportunities and
challenges faced by countries producing extractive resources, and second, answering a set
of questions that this review prompted in relation to institutional analyses and their
application to the global agenda on the good governance of the extractive resources
sectors.
The thesis was deliberately pitched at the level of making a conceptual contribution,
because it set out the hypothesis (see page 30), that much of the existing work on
resource governance has been slanted towards a particular type of theoretical approach
that has prompted the global agenda and its associated action agenda to develop in one
particular direction. The thesis conjectured that, if this were indeed the case, the scholarly
debate would benefit from this thesis providing new insights that could potentially guide
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further research and bear relevance for practically-minded policy analysts sharing an
interest in improving the developmental outcomes of countries producing extractive
resources. Specifically, the thesis started with the proposition that researchers should
undertake more systematic comparative analyses and develop new theory rather than
conduct yet more cross-country statistical analyses to test existing theoretical
propositions.
The introductory chapter set out three high-level questions to guide the thesis through the
complexity of several strands of social science research in order to prove the thesis’
hypothesis. The substance to answering these three questions was delivered by Chapters 2
to 6. The literature provided in Chapter 2 prompted four questions in relation to
institutional analyses, which Chapters 3 to 6 dealt with in turn. Finally, Chapter 7
answered the three high-level questions and drew out the implications.
In summary, Chapter 7 answered the three high-level questions as follows:
The first question looked back and asked: how have policy conclusions on extractive
resources governance come about and how have these influenced the global agenda? The
thesis has shown that the global agenda on the ‘good governance’ of the extractive
resources sectors has been built on the widely endorsed conclusion that ‘good
institutions’ make for better outcomes and, therefore, producer countries need to improve
their sector institutions. The thesis has argued that this conclusion has been brought about
by (a) a methodological preference that has supported theory testing and (b) an
ontological stance that has defined institutions in a way that has lent itself to drawing
policy conclusions on what needs to be done. However, knowing that ‘good institutions’
matter is not the same as knowing how they are brought about.
The second question focused on the present. It asked: how do proponents of the global
agenda associate extractive resources sector governance with the complexity of, and the
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challenges posed by, institutional analyses? The thesis has answered this question in the
following way: the seemingly obvious conclusion, that producer countries need to
improve their sector institutions, has ignored the complexity and confusion around
‘governance’ and ‘institutions’ that prevails in the broader social science literature. The
proponents of the global agenda have shown little regard for this complexity and the
challenges posed by, institutional analyses.
The third question had looked forward and asked two sub-questions: what are the
strengths and weaknesses of the existing scholarship, and what do these imply? The
thesis has provided two separate answers: one on the strengths, the other on the
weaknesses. The first answer has been that the strength of the existing scholarship lies in
the broadened debate on the political economy of the extractive resources sectors. More
recently, this includes the rediscovery of industrial policy as a means to build cross-sector
linkages. The strength of this broadened debate, in turn, is that it has shown where
research could be further advanced. In particular, there are several areas where theory
development could shed new light on important unanswered questions.
The second answer has been that a main weakness of the existing scholarship on the
governance of the extractive resources sectors lies in its lack of attention to the processes
on the basis of which institutions are established and changed and how they are enforced.
This weakness arises because proponents have uncritically supported the dichotomisation
of ‘good’ versus ‘bad’ governance and ‘’good’ versus ‘bad’ institutions. This has
supported the conclusion that good ‘institutions’ can provide a solution. However, the
broader social science literature on institutional change strongly suggests that institutions
are better viewed as the outcome of processes and that they should be looked at across the
various levels of social analyses that have defined them in different ways. For the role of
policy advisers and international development agencies, a stronger focus on processes
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implies that they would have to broaden the basis of their advice and interventions, such
as moving away from the more narrow focus on sector transparency towards building
better linkages between the extractive resources and other economic sectors. Building
better linkages is bound to require more collaboration and collective action and a less
adversarial stance vis-à-vis the (often presumed) intentions and objectives of both
decision-makers in producer countries and resource developers.
A further weakness has been that the global agenda has underplayed the role of the state,
particularly with respect to supporting positive collective action. The global agenda has
implied that the politicians and bureaucrats of producer countries are the source of ‘bad’
institutions. At the same time, it has assumed that these very same agents will, at some
point and somehow, provide ‘better institutions’ and therefore bring about good resource
sector government. The role of the state is underplayed because ultimately states remain
responsible for defining and enforcing rights to extractive resources and balancing these
rights against the costs that come with the exploitation of these types of resources. The
role of the state could be re-balanced if collective action could be deployed to improve
the overall developmental contributions that the extractive resources sectors can make.
The conjecture is to conduct institutional analyses that focus on processes and map
countries’ specific existing institutional arrangements in relation to the extractive
resources sectors in order to identify potential challenges that could be overcome with
positive collective action. For example, such an approach could be taken in relation to the
policy issues flagged by Debate No 3 on building better linkages between the extractive
resources and other economic sectors.
Finally, a third weakness arises from comparing the approach that corporate practitioners
have developed on identifying and managing local-level project impacts, with the
strengths and weaknesses of the existing scholarship that has typically looked at the
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country-level. This showed that corporate practitioners have also tended to underplay the
role of the state, while at the same time they have tended to overplay the role of resource
developers. The conjecture is that it could serve corporate practitioners to acknowledge
the insights gained by structural-institutional and systematic comparative analyses to
expand their recognition of the complexities and challenges that arise at the critical
intersections between the different levels of institutions identified by Williamson’s
hierarchy. Chapter 8 provided a brief discussion of the type of heuristic approach to
institutional analyses that might serve practically minded policy analysts going forward.
In summary, the thesis has confirmed its hypothesis that much of the existing work on
resource sector governance has been slanted towards a particular type of theoretical
approach that has prompted the global agenda, and its corresponding action agenda, to
develop in one particular direction. The policy conclusions of the global debate are
premised on the dominance of a particular reference point paired with a particular
methodology. This has led to an emphasis on, first, identifying the types of institutions
that have apparently led to desired results; and, second, to the promotion of these as a
means to steer towards these results. Its focus on institutions as a solution has premised
the global agenda on a false sense of clarity on what producer countries ought to be
improving. Put in the wider context of global developments affecting the energy and
mineral markets - such as geopolitical shifts in supply and demand, technological
developments, and the social and political transformations taking place in at least some
producer countries - the global agenda on good sector governance overpromises on what
it can deliver.
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